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“How far can CN go?” A good question, asked of us often. 


We did well our first six years. But that’s in the past. Our focus is 
forward. On how we can deliver quality top-line growth while we 


continue to drive out costs. On how we can extend competitive 


advantage and reach for our customers. On how we can continue 


to increase shareholder value. 
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Everyone wants to know how much further we can go. 


Here’s our answer: 


tar from over. 


We can go much further, for our customers, employees and 


investors, and that’s what we are doing. 
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Our service plan is unlike any in the industny, enabling tr true 


scheduled operations across the entire CN network. It has ; 


workin 
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Our service plan has steadily improved the reliability 


and precision of our operations while allowing us 


ént since 1995 through internal 


growth and acquisitions;meanwhile CN operat 
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CN Stock Performance 
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(1) Diluted EPS before cumulative effect of changes in accounting policy and discontinued operations. 
(2) The 2001 figure includes Wisconsin Central Transportation Corporation from October 9, 2001. 
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EPS Growth 


and Stock 
Performance 


has always worked hard to drive 


ut also by pursuing higher-quality revenue 
er-value service. The result, we believe, | 
cted in EPS improvement as well as stock price 
th that has consistently outperformed the 


n dustry and every major index. We can go further. 


th. Not just through.cost containment and — 
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Extending 


-CN’s Reach 


We are building the railroad we envisioned by con- 
tinuously and aggressively seeking to expand our 
network and services through acquisitions and 
alliances. Greater reach enhances the value we can 
provide our customers — which ultimately delivers 


growth for our investors. We can go further. 


eS ee 


CN is collaborating eh 
: ——— CN-CSXI 
with other railroads CN-BNSF 
as hard as it competes err Ty ery 
- with them to find ee OaTEN 
ee CN-UR 
new ways to better CN-CP 


serve customers, 
reduce costs and grow 


the top line. 
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CN go? 


Our drive now is to take our performance to the next level, to take 


our customers further than they ever thought possible for a railroad. 
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Further for the 
Canadian 


Wheat Board 


Until two years ago, the Canadian Wheat Board used ocean vessels to get 
its product to customers in Mexico, part of a complicated chain — rail to 
originating port, vessel to destination port, truck to customer. 

CN saw a better way. Our service plan and our North American 
north-south network enabled us to offer reliable, seamless single-line rail 
service from origin to destination. CN’s aluminum hopper cars, Web-based 
shipment tracking and just-in-time service made rail the clear choice to 
improve transit performance and inventory management. 

The result was a win-win. Less handling improved product 
quality for shippers and receivers while CN was able to convert short- 
haul, port-destination traffic to higher-revenue long-haul business. 

CN volume, shipped on behalf of the Canadian Wheat Board, increased 
twenty-fold from 1999 to 2001, and we see upside potential for this 


type of service to Mexico. 
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Further for 
Abitibi- 


Consolidated 


Abitibi-Consolidated is CN’s largest forest products customer. They 
ship paper to major publishers and commercial printers worldwide. 
Since 1999, Abitibi-Consolidated and CN have been jointly exploring 
opportunities to increase rail volumes. 

Rail has inherent cost advantages on long-haul traffic by 
carrying, depending on product density, up to 85 metric tons in each 
railcar. This has resulted in economic advantages for both CN and 
Abitibi-Consolidated. 

Abitibi-Consolidated and CN recently renewed their commit- 


ment to continue this joint initiative to maximize rail volume. 
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Further for 


General Motors 


As GM's logistics partner in the highly competitive aftermarket parts 
business, Schneider Logistics needed optimal performance in the 
rail portion of the distribution chain. Schneider Logistics called CN 
Supply Chain Logistics. 

Rail traffic flows from GM’s central parts distribution center in 
Flint, Michigan, to 12 regional distribution hubs across the United States. 
Dedicated CN Logistics professionals work on-site at the Flint center to 


manage day-to-day rail activity, coordinating with Schneider Logistics and 


interfacing with a number of other rail carriers to maximize performance. 


In addition to base compensation, CN Supply Chain Logistics 
can receive incentives that are tied to continuous improvement in asset 
utilization, dwell time and car supply. CN revenues have steadily 
improved since the beginning of the contract two years ago. GM recently 
expanded the agreement to include management of inbound parts 


supply to the Flint center. 
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“How far can CN go?” is a question I hear often from investors. 
They see our performance and wonder how much longer 
we can continue our excellent track record of improvement, 
year after year. It is a question that inspires us. It is a 
question that motivates us. It is a question that continually 
pushes us to break new ground in the North American 
transportation arena. My answer, spoken with absolute 
confidence, is this: We can go much further for customers, 
employees and investors. And we will. 

How do I know this? Because I am not satisfied. I have 
said this every year. To be satisfied is to begin the process of 
becoming complacent. We have assembled a tremendous 
group of people here who share my passion for performance. 
CN will never be satisfied. 


lt was a year of profound challenge and change. Through 
three quarters, even though CN was performing well, 2001 
was shaping up as an increasingly difficult year for the 
North American economy. Then, on September 11, our world 
changed. It was a call to action, a call for leadership and 
clear thinking. In these times, the importance of the trans- 
portation industry has arguably never been more clear. 

We at CN are committed to playing a leadership role in 


the myriad of issues that must be addressed, including 


border security. 


Our performance was solid in a difficult economy. We per- 
formed well in 2001 despite the challenges of a steadily 
declining economic situation in North America. Our net 
income was $978 million, or $4.92 per diluted share, excluding 
non-recurring items — this was an 11 per cent increase over 


2000’s net income of $879 million ($4.39 per diluted share), 
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excluding non-recurring items. Including non-recurring 
items, net income for 2001 was $1,040 million, or $5.23 per 
diluted share. 

CN’s operating income, excluding a workforce adjust- 
ment charge, was $1,780 million for the year 2001, compared 
with $1,648 million in 2000, an 8 per cent increase. Revenues 
for the year were $5,652 million, an increase of 4 per cent 
over the $5,428 million we reported in 2000. We continued 
to aggressively manage expenses in 2001; CN’s operating 
expenses for the year, excluding the workforce adjustment 
charge, were $3,872 million, up just 2 per cent compared 
with $3,780 million in 2000. 

And despite the challenges presented by a significantly 
weaker economy, we continued to improve our operating 
ratio, reaching 68.5 per cent, excluding the workforce 
adjustment charge. This was 1.1 points better than the 69.6 
figure we achieved in 2000. 


We have no intention of slowing down. We’re not resting 
on our laurels. We are just as full of energy as ever, looking at 
every part of our business for new opportunities to improve. 
In 2001, we successfully completed our acquisition of 
Wisconsin Central Transportation Corporation, receiving 
U.S. Surface Transportation Board (STB) approval in record 
time. It was a rational, logical transaction, evidenced by 
strong positive reviews from shippers and no opposition 
from our competition during the STB review process. We 
are proceeding with the same step-by-step integration 
approach that was so successful with the CN-IC merger. 
Tam pleased to have Gordon Trafton lead this new division. 
We extended our reach for intermodal customers 


with two new alliances: with Union Pacific for expedited 
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(1) The 2001 figures include Wisconsin Central Transportation Corporation from October 9, 2001. 
(2) Before cumulative effect of changes in accounting policy. 
(3) 1999 per share data reflects a two-for-one stock split. 
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service between central Canada, Michigan, Texas and 
Mexico City; and with CSX Intermodal for service linking 
Canada with the U.S. Northeast, Florida and Midwest. We 
intend to continue working to build strong relationships 
with other rail carriers to improve the reach and value we 


deliver for shippers. 


We are determined to grow. We will continue to strive 
to profitably grow the company’s revenues through our 
acquisition strategy and by leveraging the benefits of our 
service plan. As our service levels have improved, so has 
our ability to stop the downward spiral of freight rates 
that has plagued our industry. 

We continue to grow our franchise, making progress 
with our business. We are making progress, but we are 
not satisfied. 

As the customer stories in this annual report suggest, 
there are many opportunities to grow within the strong 
franchise we have worked so hard to build over the past six 
years. Many shippers are asking us to take a larger role in 
their distribution management. Our challenge is to continu- 
ally and aggressively pursue opportunities to expand our 
relationships. We are looking to take up the challenge to go 
further for CN customers. 


Passionate people power CN. This organization we have 
built, this culture with a drive for excellence, is a source of 
great pride for me. A unique mindset has emerged here that 
differentiates us. It comes from our diversity as a company, 
the joining of many great business and cultural traditions. 
It’s evident in the way we solve problems, and in the way 
we embrace change. I call it the CN way. 
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The CN way is not Canadian; it is not American. It is 
a passion for excellence that transcends borders. It is a 
passion for customer service. It is an instinct to challenge 
convention and an openness to new ideas. But while it 
is the reason we have been successful in revolutionizing 
the rail industry thus far, we must continue to cultivate this 
culture throughout the organization in order to succeed 
over the long term. 

We put it this way: Passionate people power CN. 

At CN, we are committed to becoming a leading company 
by promoting teamwork to unleash the full potential of 
everyone who works here; by attracting and developing 
the best people; by maintaining a workplace where the 
commitment to safety is unwavering; by respecting and 
rewarding passionate people. 

As I mentioned before, diversity of background is a 
great source of strength at CN. For this reason we often seek 
talented people from outside the organization to help us 
pursue our unique vision. Two such people joined CN in 
2001, Karen Phillips and Les Dakens, to become our VP of 
U.S. Government Affairs and Senior VP of Corporate 
Services, respectively. Karen has a superb background in the 
U.S. transportation industry, with extensive experience on 
the government and regulatory side. Les Dakens comes to us 
from H.J. Heinz Corporation, bringing Fortune 500 experi- 
ence and techniques to his mandate of helping us to become 
one of the best places t6 work in North America. 

Tam also very pleased to welcome the Wisconsin 
Central employees to the CN team. I’ve spent a fair amount 
of time with WC people over the past few months. These are 
some of the best railroaders in the business. I look forward 
to their contributions to the future of CN. 


Speaking of best railroaders, I would like to congratulate 


Hunter Harrison for being named 2002’s Railroader of the 
Year by Railway Age magazine. It’s a great honor that 
acknowledges what we at CN have known for years: Hunter 
is without peer in his railroading knowledge, vision and 


leadership. 


Safety remains our highest priority. Every year I say it, and 
I'll say it again: Safety must always be our most enduring 
and preeminent value. For each and every one of our 
employees, safety must be anchored to an unwavering per- 
sonal commitment to safeguard themselves, their colleagues 
and the communities we serve. For our part, CN is commit- 
ted to providing proper training, procedures and tools to 
ensure a safe working environment where we run our trains 
without accident or injury. And our sense of safety responsi- 
bility compels us to team up with regulators, customers, 
suppliers and the communities in which we operate to 


ensure excellence in this critical area of our business. 


We expect excellence. Regardless of economic climate, 
whether in times of calm or in times of crisis, we expect to 
excel. We will accept nothing less than leadership perfor- 
mance in all aspects of our business. There are no excuses 
for falling short. In fact, in many ways we have built our 
company to thrive in more difficult times. The strength of 
our balance sheet and franchise positions us to experience 
less impact from a downturn and recover faster when the 
business climate improves. 

The advantages we have over other forms of transporta- 
tion are even more attractive and important to shippers 


when the pressure intensifies to manage their processes and 


costs. Rail has always been the most economical transporta- 
tion alternative, particularly for longer hauls or larger 
shipments — now, with the service levels CN is achieving, 
rail is more viable for more shippers than ever before. We 
are moving aggressively on all fronts to build upon this 
increased viability and become an even more valuable 


resource to Our customers. 


Thank you. It’s interesting how challenging times can bring 
one’s appreciation of positive things to a new level of focus 
and clarity. This is how I feel about everyone connected 
with CN — our people, our partners, our customers, our 
shareholders. Together, we have made CN what it is today. 
Let’s redouble our efforts to show the rest of the world 


how far we can go. 


Yours sincerely, 


Paul M. Tellier 
President and Chief Executive Officer 
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How far can CN go? 


There is no limit to how far 
CN can go. I look beyond 
being just the best railroad. 
I see us becoming the best 
transportation company in 
North America — the best 


place to work, with the best people working here; the best 
business performer, with the most consistent track record of 
delivering superior results for customers, employees and 
shareholders, regardless of economic conditions. 


We are open to any strategic move that supports this 


and fits within our focus. We are constrained by nothing but © 


our own ability to think boldly and creatively. I think we 
have proven we are not afraid to make bold moves to go 
more places, to have the lowest cost structure, to be more 
reliable and provide more value than any other competitor, 


including other modes of transportation. 


We are still a work in progress. We are very well known 


for doing exactly what we say we will do. I have no doubt 


that we can take this company much further. 
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important part of this equation is employee d 
We have to continue to effect a cultural chan 
entire organization — creating and maintaining 
for performance in every one of our people. 


We can take this business as far as we wan 


constantly. raise the bar and embrace a dynami 
this business. I call it action-oriented change | 
continuously explore new service offerin. 


even dramatic progress. We've proven it. | 


I am convinced that we can 
go much further, particularly 
with a rebound in the econ- 
omy. Two thousand and one 


was a tough year. It became 


clear by late summer that 
we were actually going through a recession, amplified by the 
tragic events of September 11. 

In the face of this adversity, CN nevertheless delivered 
another year of outstanding financial performance. It is easy 
to produce solid results when the economy is good. The | 
true test of resilience comes when market conditions are dif- 
ficult. In 2001, CN passed this test with flying colors. 

Our 2001 earnings increased at a double-digit rate. 

Free cash flow increased even faster, and our balance sheet 
remains strong. These results are not accidental. They are a 
consequence of CN’s passionate commitment to shareholder 
value creation. 

CN’s achievements continue to be rewarded with sig- 
nificant share appreciation. During 2001, our share price 
increased 73 per cent on the Toronto Stock Exchange, the 
best performance among large capitalizations. 

There is still great potential to further drive the profitabil- 
ity of our franchise and to extend our reach with value- 
creating transactions. Accretive to earnings from day one, 
the Wisconsin Central acquisition is clear evidence that we 
can go much further with solid execution and the right 


strategic moves. 
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Two thousand and one was a year in which extraordinary 
events on the world stage and in our own back yard chal- 
lenged us all to reexamine our priorities and reaffirm our 
relationships. It was a year of increasing economic challenge, 
accelerated by the events of September 11. 

The Board and I are proud of CN’s continued leadership 
during these uncertain times. We feel that Paul Tellier’s and 
Hunter Harrison’s vision for a different kind of railroad 
has been validated by the company’s financial performance 
during the economic downturn. 

In addition, Paul Tellier received the McCullough 
Award as Logistics Executive of the Year from the National 
Industrial Transportation League (NITL) and Logistics 
Management & Distribution Report, recognizing outstanding 
achievement and leadership in the logistics industry. This is a 
prestigious award, particularly significant because the NITL 
represents the interests of shippers in the United States. 

Hunter Harrison was named 2002 Railroader of the Year 
by railway industry trade journal Railway Age for his 
outstanding leadership and particularly for designing and 
implementing the scheduled railroad at CN. 

Behind Paul and Hunter, CN’s bench is strong and get- 
ting stronger. The company has assembled, at every level of 
the business, what I feel is the finest group of people in the 
transportation industry — a truly diverse, North American 
culture where creative thinkers thrive and constant explo- 
ration for a better way is the norm. 

Our Board of Directors changed during the year: In 2001, 
the Honorable Richard H. Kroft, C.M. and Alexander P. Lynch 
retired from the Board. I want to thank them both for their 


strong contributions to the success of this company. CN also 
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welcomed two distinguished individuals as new members 
to the Board, Edith (Ede) E. Holiday and Ambassador 
Gordon D. Giffin. 

Ms. Holiday is a Washington, D.C., attorney with senior 
White House and Treasury Department experience, having 
served as Assistant to former United States President George 
H. W. Bush. She was Secretary of the Cabinet between 
1990 and 1993 and was General Counsel of the United States 
Treasury Department from 1989 to 1990. Mr. Giffin is a 
former United States Ambassador to Canada. He rejoined 
the Atlanta law firm of Long Aldridge & Norman as vice- 
chairman and managing partner of its Washington, D.C., 
office after completing his three-and-a-half year tenure as 
Ambassador in April 2001. 

Ms. Holiday and Ambassador Giffin bring extremely 
valuable experience and counsel to the company as it contin- 
ues to strengthen its position as North America’s Railroad. 

The future is bright for CN. We have continued to 
thrive even in adversity and our position in the transporta- 
tion industry strengthens year by year. I want to thank 
the Board for its leadership and wisdom, our customers for 
working with CN, our employees for their skills and com- 


mitment, and our shareholders for their continued support. 


Sincerely, 


baw ME. 


David McLean, O.B.C., LL.D. 
Chairman of the Board 


Community. As a railroad, this word has special meaning 
to CN. Because we pass through so many cities and towns, 
because our work touches the lives of so many people, we 
feel a special obligation to help build safer and economically 
stronger communities. 

Many of our efforts concentrate on community safety, 
a natural area of focus for CN. We are actively involved ina 
wide spectrum of programs and activities across North 
America, as an organization and as individuals, including the 
Safe Communities Foundation, the SchoolNet GrassRoots 
Program, Operation Lifesaver, Responsible Care® and more. 
Many in CN Police generously give of their time, visiting 
local schools to talk about the dangers of trespassing on 
railroad property. 

Education is another priority. We generally concentrate 
our support on transportation education at the university 
level to promote our industry and help ensure it can compete 


for talent in the future. Our support goes beyond capital 
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campaigns, extending to mentoring, teaching and other 
activities. 

We also address other needs, such as the arts, the 
environment, health, civic causes and human and social 
services. CN has a long-term commitment to United Way 
in both the United States and Canada, contributing more 
than $1 million in Canada alone in 2001. 

But perhaps the best example of the spirit of CN’s 
community commitment is in the efforts of its individuals, 
such as the people who work at CN’s Customer Support 
Centre (CSC) in Winnipeg. Since the Centre opened in 1994, 
CSC employees have been active in a wide variety of activ- 
ities, from ongoing events such as fundraisers and food 
drives to volunteering in support of women’s shelters and 
other organizations like Winnipeg Harvest and Cancer 
Care Manitoba. 


iN 
YOUR WAY. SAFER. 


www.cn.ca 


SAFE 


Communities 


Foundation 


As a major supporter of the Safe Communities Foundation, — 
CN helps support safe and healthy communities and job sites 
across Canada. CN people are active in local programs across » e 
the country, and we try to promote further involvement in 3 | : | 
the community by running advertisements acknowledging _ a 


individual efforts. 


CN works very closely with employees and local 
communities to eliminate the risk of accidents at level 
crossings and on railroad property. Young people are 
met with regularly to educate them about the dangers 
related to railroad operations. 
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Petroleum and chemicals 
comprise a wide range of 
commodities, including 
chemicals, sulphur, plastics, 
petroleum and gas products. 
Most of CN's petroleum 

and chemical shipments are 
destined for customers in 
Canada via CN’s eastern 
and western corridors to 

the Chicago gateway, and in 
the United States via CN’s 
north-south route starting at 
the Gulf of Mexico. 
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Metals and minerals 
CN's metals and minerals 
business consists primarily 
of nonferrous base metals, 
steel, equipment and parts. 
Exclusive access to major 
mines and smelters through- 
out North America makes 
CN a leader in the trans- 
portation of copper, lead, 
zinc concentrates, refined 
metals and aluminum. 


seven business 


Of oods moving over a 


ly 18,000 route miles 
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CN is the largest carrier of 
forest products in North 
America. The product lines 
for this business unit include 
various types of lumber, pan- 
els, wood chips, wood pulp, 
pulpwood, printing paper, 
linerboard and newsprint. In 
Canada, CN enjoys superior 
access to the major fiber-pro- 
ducing regions. In the United 
States, CN is strategically 
located to serve both the 
northern and southern 

U.S. corridors with interline 
capabilities to other Class 1 
railroads, 


merica. CN’s is 


CN's coal business consists 
of thermal and metallurgical 
grades of bituminous coal. 
Canadian thermal coal is 
delivered to power utilities 
primarily in eastern Canada. 
Canadian metallurgical coal 
is carried for export to Asian 
markets, U.S. thermal coal 

is transported from mines 

in southern Illinois or from 
western U.S. mines via 
interchange with other rail- 
roads to utilities in the 

U.S. Midwest. 
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Route miles (includes Canada and the US) 


Carloads (thousands) 
Gross ton miles (millions) 


Revenue ton miles (millions) 


Rail employees (average for the year) ; 


Diesel fuel consumed (liters in millions) 


Diesel fuel consumed (U.S. gallons in mil On 


Average fuel price per liter (dollars) 


Average fuel price per U.S. gallon (dollars) a 


2001 data* 


Freight revenues (millions) 


Petroleum and chemicals $ 973 


Metals and minerals 
Forest products Re 
Coal 

Grain and fertilizers 
Intermodal 


Automotive 


* The 2001 figures include Wisconsin Gentral Harr 
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Grain and fertilizers 
CN's grain and fertilizer busi- 
ness transports commodities 
grown in western Canada 
and the U.S. Midwest. The 
majority of grain and grain 
products carried by CN are 
for export. In the United 
States, CN handles grain 
grown in Illinois and lowa 
for export, as well as to 
domestic processing facilities 
and feed markets. CN also 
serves producers of potash, 
ammonium nitrate, urea 

and other fertilizers. 


Intermodal 

CN’s intermodal business 
consists of two product seg- 
ments. The first segment, 
domestic, is responsible for 
consumer products and man- 
ufactured goods, operating 
through both retail and 
wholesale channels. The 
second, the international 
segment, handles import and 
export container traffic, serv- 
ing the ports of Vancouver, 
Montreal, Halifax, Mobile 
and New Orleans, 


Automotive 

CN is a leading carrier of 
automotive products origi- 
nating in southwestern 
Ontario and Michigan. This 
business unit moves both fin- 
ished vehicles and parts 
within the United States, 
Canada and Mexico. CN also 
serves shippers of import 
vehicles via the ports of 
Halifax and Vancouver, and 
through interchange with 
other railroads. 


1 53% U.S. domestic and 
transborder 
21% Overseas 
| 26% Canadian domestic 
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Glossary of Terms 


Average length of haul - The average distance in miles 
one ton is carried. Computed by dividing total ton-miles by 


tons of freight. 


Carload - A shipment of not less than 10,000 pounds of one 
commodity from one consignor to one consignee. An origi- 
nated carload is one that is loaded and begins its journey on 

a particular railroad; a carried carload is any carload that 
travels on a particular railroad; and a terminated carload is a 
carload that ends its journey and is unloaded on a particular 
railroad. 


Car mile - The movement of a car a distance of one mile. An 
empty car mile is a mile run by a freight car without a load; 
a loaded car mile is a mile run by a freight car with a load. 


Car velocity - Car velocity is an average speed calculation, 
expressed in miles per day, of the car movement(s) from the 
time a loaded car is released by a customer to the time it is 
spotted empty at the next customer loading location. 


Class 1 railroad - As determined by the Surface Transporta- 
tion Board, a railroad with annual operating revenues that 
exceed a threshold indexed to a base of $250 million in 1991 
dollars. The threshold in 2000 was $261.9 million. 


Gross ton miles —- The number of tons behind the locomo- 
tive (cars and contents, and company service equipment) 
multiplied by the distance moved in road freight trains. 


Intermodal service — In railroad transportation, the move- 
ment of trailers or containers on railroad freight cars. 


Linehaul - The movement of trains between terminals and 
stations on the main or branch lines of the road, exclusive of 
switching movements. 


Main track — A track extending through and between 
stations upon which trains are operated. 


Operating ratio - The ratio of operating expenses to operat- 
ing revenues. 


Regional railroad — As defined by the Association of American 
Railroads, a non-Class 1, linehaul, freight railroad that oper- 
ates at least 350 miles of track and/or has annual operating 
revenues of at least $40 million. 


Revenue ton mile - The movement of a ton of freight over 
one mile for revenue. 
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Right-of-way -— A strip of land of various widths upon which 
a rail track is built. 


Rolling stock - Transportation equipment on wheels, 
especially locomotives and freight cars. 


Route miles - The miles of right-of-way operated by CN 
and its affiliates. In multiple main track territories only one 
mainline track counts as route miles. 


Scheduled railroad — Running a scheduled railroad is a 
disciplined process that handles individual car move- 
ments according to a specific plan where possible and 
that manages expectations to meet agreed upon customer 
commitments. 


Siding — A track auxiliary to the main track for meeting or 
passing trains, or a track for industrial purposes. 


Through train — A train operated between two or more major 
concentration or distribution points. 


Ton mile — The movement of a ton over one mile. See also 
revenue ton mile. 


Trip plans — A trip plan is a detailed chain of train handling 
events describing how a car(s) can be handled from the ship- 
per’s door to the consignee’s door. Trip plans are expressed 
in hours and are tailored for each specific customer location. 


Unit train - A train with a fixed, coupled consist of cars 
operated continuously in shuttle service under load from 
origin and delivered intact at destination and returning 
usually for reloading at the same origin. 


Waybill - The document covering a shipment and showing 
the forwarding and receiving stations, the name of consignor 
and consignee, the car initials and number, the routing, the 
description and weight of the commodity, instructions for 
special services, the rate, total charges, advances and waybill 
reference for previous services, and the amount prepaid. 


Yard — A system of tracks within defined limits, designed for 
switching services. 


Yard dwell — Yard dwell is the average duration, expressed 
in hours, that cars spend in a specific operating terminal. 
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Selected Railroad Statistics 


Year ended December 31, 2001" 2000 1999 
Rail operations 
Freight revenues ($ Millions) ......cccccceceececneeeenee sence tense te nesses nen eres en eensnentenenenes 5,457 5,236 5,032 
Grossi ton. miles: (millions) 2.5 cwccavs s-lpecste cs eneere co forsee sa iclee aes waters ain aes sate aces earn 293,857 288, 150 274,488 
PAV CROP ES CINE ONE)- onnapendaracavdnSaccboseccs ancanccomaovanopeemecosndtaousnoate 153,095 149,557 143,613 
Route miles (includes Canada and the U.S.) c.cccccciserseecencsencssecsusnenssenssecdensedsneen ages 17,986 153532 ea 
Operating expenses (excluding the 2001 special charge) per RTM (cents) .......-.:+s0sceeeeeeeeeees 2.53 2.53 2.62 
Freight revenue per RTM (Cents) .......0cscececccetecseetereenensnccsecscecencnsrennecensersesesets 3.56 3.50 3.50 
Carloads: (thousands) 2.23 5 waists ot itn ecssecs etree siete ndevinete ocala e etcta 2 ae ca oteteieici eran eal ee 3,821 3,796 3,645 
Freight revenue pet Carload ($) 2. 5.5444 a <2 -arcwseneasipdesansen ne niedy feenm eye's ative cans eae 1,428 1,379 1,381 
Dieselifueliconsuimed (Hters i intll(OMS) ie 22 ete ieee aera erste eae tela siete = arrears eet recetete terete 1,328 1,292 1,250 
Average fuel pricei(S/en) i o.2e cea tc deos ccaine sn erien vite ppteiarivast cn were stay lar ed ere ote erence 0.36 0.33 0.23 
Reveriue ton miles per liter of fuel consumed fan. cs. eccese sce nsniaimanc sae sd sesso essen naecerstatan 115 116 115 
Gross ton miles per liter-of fuel Consumed 2222.22.25. ¢ cee. oe eeou rote eae cate te etme een arene 221 223 220 
Diesel, frel:consumed (U.S. Gallons in MilliONS) So... d2% 22% nd etnies salen ae anaes oma ones smear 351 341 330 
Average'fuel price (S/S. gallon) cis... sh ngesticass revs case sens wept cas eseeinay of ree eee 1:35 1.24 0.87 
Revenue ton miles per U.S. gallon of fuel consumed .............0cceseeceeeeceereceneneeeeecerenenes 436 439 435 
Gross ton miles per U-S.igallon/of fuel/comsummed Fier. cnatltetel ete etertetei-1-1-re1sletattetetoreleletslla fer -teteyetelstataats 837 845 832 
Locomotive bad order ratio (%) ee i er ere. Ra te a 6.4 6.0 6.8 
Freight car bad order ratio (%):2...cn25 openmehicnnee oa ce naepao atin 6 ocean es eee ee 7/ Bat 5.4% 
Productivity 
Operating ratio (excluding the'2001 special:charge) (96) 225 s> ces see ceinere sete area ae 68.5 69.6 72.0 
Freight revenue per routermilen(SithouSands) aerate ececieen carer enti career ences ser Greene 303 337 319 
Revenueltonmiles pemroutemslen(tnOuscanOS) ier eee jaan eene ee erent aero rete eee ere 8,512 9,629 9,103 
Freight revenue per average number of employees ($ thousands) ............ccccceseeescevetecesens 241 233 214 
Revenue ton miles per average number of employees (thousands) ............0ccceeveeseeeseevevees 6,754 6,660 6,113 
Employees 
Number atiend: of yeas cccnecsccae acre ee eee me Ace ea ena hee cee hoe 22,868 21,378 21,563 
Average number dering yeataoy.. ean, .con te owen a aes ena wees onitcunons cha ee 22,668 22,457 23,493 
Labor and fringe benefits expense per RTM (Cents) ............0ccscecceseetestesceseuseesteseeseens 1.01 0.99 1.05 
Injury frequency rate per 200,000: person WGUlsS $0.2. cnsnnasu: scones vfeecnen enonvesueceuesyasai se 4.4 ps) The 
Accident rate per million: train, mileswea..cameseten tate ae, ee nn a Aca ey See ee 2.0 aml 2.2 
Financial 
Debt to total capitalization ratio (% at end Of year) .......cccccccececeececsucsecusevenseseuseseuses 45.7 41.4 42.7 
Returnon:assets: (%.at end of year OO. 2ir teste say parent ey een eee mee a ere ne 6.3 6.5 = 
(1) Includes Wisconsin Central Transportation Corporation (WC) from October 9, 2001. SS 
(2) Excludes Illinois Central Corporation. 
(3) Income before cumulative effect of changes in accounting policy. 
(4) 2001 calculated on a pro forma basis assuming the acquisition of WC occured on January 1, 2001. G 
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Managements Discussion and Analysis 


Management's discussion and analysis relates to the financial condition and results of operations of Canadian National Railway Company (CN) 
together with its wholly owned subsidiaries, including Grand Trunk Corporation, Illinois Central Corporation (IC) and Wisconsin Central 
Transportation Corporation (WC), the latter from October 9, 2001 through December 31, 2001. As used herein, the word “Company” means, as 
the context requires, CN and its subsidiaries. CN’s common shares are listed on the Toronto and New York stock exchanges. Except where other- 
wise indicated, all financial information reflected herein is expressed in Canadian dollars and determined on the basis of United States generally 


accepted accounting principles (U.S. GAAP). 


Financial results 


2001 compared to 2000 
The Company recorded consolidated net income of $1,040 million ($5.41 
per basic share) for the year ended December 31, 2001 compared to 
$937 million ($4.81 per basic share) for the year ended December 31, 
2000. Diluted earnings per share were $5.23 for the current year com- 
pared to $4.67 in 2000. The results for 2001 include net income of $17 
million related to the acquisition of WC. Operating income was $1,682 
million for 2001 compared to $1,648 million in 2000. This represents an 
increase of $34 million, or 2%. 

The years ended December 31, 2001 and 2000 include items impact- 
ing the comparability of the results of operations. Included in 2001 is a 
deferred income tax recovery of $122 million ($0.63 per basic share or 
$0.61 per diluted share) resulting from the enactment of lower corporate 
tax rates in Canada, a special charge for workforce reductions of $98 
million, $62 million after tax ($0.32 per basic share or $0.31 per diluted 
share), a charge to write down the Company's net investment in 360net- 
works Inc. of $99 million, $71 million after tax ($0.37 per basic share or 
$0.35 per diluted share) and a gain of $101 million, $73 million after tax 
($0.38 per basic share or $0.36 per diluted share) related to the sale of 


the Company's 50 percent interest in the Detroit River Tunnel Company 
(DRT). In 2000, the Company recorded a gain of $84 million, $58 million 
after tax ($0.30 per basic share or $0.28 per diluted share) related to 
the exchange of its minority equity investments in certain joint venture 
companies for 11.4 million shares of 360networks Inc. 

Excluding the effects of the items discussed in the preceding para- 
graph, consolidated net income was $978 million ($5.09 per basic share 
or $4.92 per diluted share) in 2001 compared to $879 million ($4.51 
per basic share or $4.39 per diluted share) in 2000. Operating income, 
excluding the 2001 special charge, increased by $132 million, or 8%, 
to $1,780 million. The operating ratio, excluding the special charge, 
improved to 68.5% in 2001 from 69.6% in 2000, a 1.1-point betterment. 


Revenues 

Revenues for the year ended December 31, 2001 totaled $5,652 million 
compared to $5,428 million in 2000. The increase of $224 million, or 4%, 
was mainly attributable to the inclusion of $129 million of WC revenues 
and to gains in metals and minerals, intermodal, forest products and 
grain and fertilizers. This was partially offset by lower automotive rev- _ 
enues. Revenue ton miles and freight revenue per revenue ton mile each 
increased by 2% as compared to 2000. 


Year ended December 31, 2001 2000 2001 2000 2001 2000 
Freight revenue 
Revenues Revenue ton miles per revenue ton mile 
In millions In cents 
Retrolaum:and:chamicalsiaccremcriase occ creeeniscamiasasncanhiseis cs a alaisesern tine $ 923 $ 894 25,243 24,858 3.66 3.60 
Metals ameliimimeralSrjceceraatasescierncersr eisseivreininetsieseveieieteisabsiereceiepireyace eee eisehesesesoinirs 458 392 10,777 9,207 4.25 4.26 
FOESts nO Chl ester versronverr stn ceatstoptcielo ssevstoletare vesicle aterseieinispaaye nutcnels eserves eearrnan alten 1,088 1,008 29,639 28,741 3.67 Bi 
Gra  renrrin ert a eerste ete aie eu Paints evar ad ctete at vee ash eles bua oratersta scsats nant oafatoce etorge ate 338 328 15,566 15,734 2.17 2.08 
Glalnran Gtentiizerstermnct rarer ncrer outers vie nenteretirsei tetra crait-tasstacharnalcreiaeies 1,161 1,136 42,728 42,396 2.72 2.68 
linttermocalem semesters chee ere ersten naranicdstsiyar osiiinsniganstionaniesmiacces 969 919 26,257 25,456 3.69 3.61 
PNUWO) NOUN) J dcaranoscdad ac seudeeaunon bobvoosGoasneno nabs nape aacd acnenooMACn 520 559 2,885 3,165 18.02 17.66 
OUR NG Ie TS scree arerstacaitssravenepeeaasfel Vesey istoyerarccoyepecoieove 0 aay staParavelupiale we otelafeatmalelacd st 195 192 = = = = 
NOXE} hacer abeococe cadude ve daneeicne Raconccn td orem ren een Gener mearee ton cae $5,652 $5,428 153,095 149,557 3.56 3.50 


(1) Principally non-freight revenues derived from third parties. 
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Petroleum and chemicals 

Revenues for the year ended December 31, 2001 increased by $29 mil- 
lion, or 3%, over 2000 of which $22 million resulted from the inclusion 
of WC revenues. Excluding WC, growth in the year was driven by market 
share gains and plant expansions in the petroleum products sector, 
increased salt traffic, mainly in the early part of the year, and the weaker 
Canadian dollar. Significant weakness in sulfur demand partially offset 
these increases. The revenue per revenue ton mile increase of 2% for the 
year was mainly attributable to the effect of the weaker Canadian dollar. 


Petroleum and chemicals 


Percentage of revenues - 


97 98 99 00 01 


*1997 excludes (C and 2001 includes WC from 
October 9 through December 31 


Metals and minerals 

Revenues for the year ended December 31, 2001 increased by $66 mil- 
lion, or 17%, over 2000 of which $22 million resulted from the inclusion 
of WC revenues. Excluding WC, growth in the year was driven by strong 


Canadian aluminum exports to the United States in line with weaker U.S. 


production, increased levels of equipment traffic, market share gains in 
steel, ores and concentrates, and increased stone and rock shipments to 
the United States. Significant weakness in the steel markets partially off- 
set overall growth. Revenue per revenue ton mile was essentially flat 
year over year. 


Metals and minerals 


Percentage of revenues 


71% Metals 
29% Minerals: 


"1997 excludes IC and 2001 includes WC from 
October 9 through December 31 
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Forest products 

Revenues for the year ended December 31, 2001 increased by $80 mil- 
lion, or 8%, over 2000 of which $55 million resulted from the inclusion 
of WC revenues. Excluding WC, growth was driven by market share gains 
in the panels segment and the effect of the weaker Canadian dollar. 
These gains were partially offset by weakness in the pulp and paper 
markets due, in part, to a significant reduction in U.S. paper consump- 
tion. The increase in revenue per revenue ton mile of 5% was mainly due 
to the effect of the weaker Canadian dollar and the inclusion of shorter 
haul WC traffic. 


Forest products 


In thousands 


Cartoads* 


eo 
! | 
97 98 99 00 01 


*1997 excludes IC and 2001 includes WC from 
October 9 through December 31 


28% Paper 
42% Panels 


(32% Lumber 
28% Hbers 


Coal 

Revenues for the year ended December 31, 2001 increased by $10 million, 
or 3%, over 2000 of which $7 million resulted from the inclusion of WC 
revenues. Excluding WC, strong demand for thermal coal in the year was 
partially offset by reduced shipments of metallurgical coal due to the clo- 
sure of some Canadian mines in 2000. The revenue per revenue ton mile 
increase of 4% was mainly due to an increase in rates tied to commodity 
prices and the effect of the weaker Canadian dollar. 


- Percentage of revenues Carloads* in thousands 


97 98 99 00 01 


"1997 excludes IC and 2001 includes WC from 
October 9 through December 31 


86% Coal 
14% Petroleum coke 
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Grain and fertilizers 

Revenues for the year ended December 31, 2001 increased by $25 mil- 
lion, or 2%, over 2000 of which $15 million resulted from the inclusion 
of WC revenues. Excluding WC, growth was mainly driven by higher 
wheat shipments to the United States, increased market share of U.S. 
corn and soybean traffic and higher exports of canola through Vancouver. 
The 1% increase in revenue per revenue ton mile was mainly due to a 
shift to shorter haul traffic and the effect of the weaker Canadian dollar, 
partially offset by the introduction of the Canadian grain revenue cap 

in August 2000. 


Grain and fertilizers 


cd 


12% Potash : 97 98 99 00 04 


10% Fertilizers *1997 excludes IC and’ 2001 includes WC from 
October 9 through December 31 


31% Food grain 
24% Oi seeds 
23% Feed grain 


Intermodal 

Revenues for the year ended December 31, 2001 increased by $50 mil- 
lion, or 5%, over 2000 of which $7 million resulted from the inclusion 

of WC revenues. Excluding WC, growth was driven by market share gains 
in the international segment and from new service offerings in the 
domestic segment. Weaker economic conditions in the second half of the 
year led to slower growth. Revenue per revenue ton mile increased by 
2% due to rate increases and the effect of the weaker Canadian dollar, 
partially offset by a shift to longer haul traffic. 


Intermodal 


pee 


Carloads* In thousands 


58% Dornestic 
42% International 


*1997 excludes IC and 2001 includes WC fram 
October 9 through December 31 
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Automotive 

Revenues for the year ended December 31, 2001 decreased by $39 mil- 
lion, or 7%, from 2000. The revenue decline resulted from weakness 

in North American vehicle production in 2001 and from one-time gains 
obtained in 2000 due, in part, to competitors’ service problems. The 
decline was partially offset by the effect of the weaker Canadian dollar. 
The increase in revenue per revenue ton mile of 2% was mainly due to 
the weaker Canadian dollar partially offset by an increase in the average 
length of haul. 


Automotive 


Percentage of revenues 


- B1% Finished vehicles ay, 98 99 00 cu 
_ 19% Auto parts *1997 excludes IC and 2001 includes WC from 
oS October 9 through December 31 
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Operating expenses 

Operating expenses amounted to $3,970 million in 2001 compared to 
$3,780 million in 2000. The increase in 2001 was mainly due to the 
inclusion of $86 million of WC expenses, the special charge for workforce 


and labor and fringe benefits. Partially offsetting these increases were 
lower expenses for purchased services and material. Operating expenses, 
excluding the special charge, amounted to $3,872 million, an increase of 
$92 million, or 2%, from 2000. 


reductions, higher fuel costs, and increased expenses for equipment rents 


Dollars in millions Year ended December 31, 2001 2000 

% of % of 
Amount revenue Amount revenue 
Laborand fringe benevits: ccsaceernevestrctrrtaceelses ere ee rile ietstatetnateler (varie tee ee eee ee $1,540 27.2% $1,482 27.3% 
Purchased Services: sos. v-sataaeconeiers se werte cite siete ctevelstretotecrisr stoke ereiopt store ataley-tarelocrsceL a atecetet tacstete stot yatere tet esto 504 8.9% 551 10.2% 
Depreciation: arid amortization yee steric aie reiss(elete ontoaiellsvoatears ale alelatalattetea tle sete stele (eeeleteteetey = = lett este fealle tes] ele alesis 532 9.4% 525) 9.7% 
STs WSS Cone ONE Arnone ono HARARE ONC Gan oen BE mednoe camMacAacMOAGh one pon Gnonrainhonmnananammcroncs couasobanoones 484 8.6% 446 8.2% 
oli etal cu en enanboccendresocn con padonosonepunnconsencdh que, vbguboronontodorocongodgruasucononotoanatiouns 309 5.5% 285 5.2% 
Maatecriial 5 scoectactscortctstouts ice Steerer aie a ete atelenclerre ov tiebeis retraite ade altacepee esate antbopsecere kali sacri teleen ete ercieenetear 188 3.3% 195 3.6% 
COT ofair- Ws fic). oeMonar sae tn aeermnce crac Om CROs en aaanie. acre siioon connotes rongouinscenes Sums tenGa dodhoaccnoddcons 158 2.8% 158 2.9% 
ELIF Lith IS Ring oaenetecrinene warraager doospebtan oe 5456 a~onacMpatop une soncotnsUhoooumemnacouoDbagaccoaneons 157 2.8% 138 2.5% 
3,872 68.5% 3,780 69.6% 

Special) CHATGE 6 ants vate cttdevanra ace eaten te slate ersevels sheltered asras arses tl tase lomelacaeyeete teasers 0 seo eede nce eee cee 98 - 

TO tals Siciciystas Sats sac erases cts & b ae afiern a era ale atvaleitece akcferiecatalnen els eta rerehra a cect cbotade «asurla ete See ee $3,970 $3,780 


Labor and fringe benefits: Labor and fringe benefit expenses in 2001 
increased by $58 million, or 4%, as compared to 2000. The increase was 
mainly attributable to the inclusion of WC labor expense of $40 million, 
wage increases and the impact of the weaker Canadian dollar on U.S. 
denominated expenses. This was partially offset by lower pension and 
other benefit related expenses. 


Purchased services: Costs of purchased services decreased by $47 mil- 
lion, or 9%, in 2001 as compared to 2000. The decrease was mainly due 
to one-time consulting and professional fees related to a proposed 
combination in 2000 and lower contracted services in 2001. This was 
partially offset by higher equipment repair expenses and $9 million 
resulting from the inclusion of WC purchased services expense. 


Depreciation and amortization: Depreciation and amortization 

expense in 2001 increased by $7 million, or 1%, as compared to 2000. 
The effect of revised depreciation rates for certain assets mostly offset 
the increases related to capital additions and the inclusion of WC depre- 
ciation of $10 million. 


Fuel: Fuel expense in 2001 increased by $38 million, or 9%, as compared 
to 2000, primarily due to an increase in the average cost of fuel and the 
inclusion of $10 million of WC fuel expense. 


Equipment rents: These expenses increased by $24 million, or 8%, in 
2001 as compared to 2000. The increase was mainly attributable to 
lower lease and offline car hire income and the inclusion of $6 million of 


WC equipment rents. This was partially offset by lower private car 
mileage payments. 
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Material: Material costs decreased by $7 million, or 4%, in 2001 as 
compared to 2000. The decrease was mainly due to higher recoveries in 
2001 from work performed for third parties that were, in part, offset by 
increased locomotive and car maintenance costs and the inclusion of 
$3 million of WC material costs. 


Operating taxes: Operating taxes remained unchanged as higher provin- 
cial capital taxes and the inclusion of $2 million of WC operating taxes 
were offset by provincial sales tax recoveries in 2001. 


Casualty and other: These expenses increased by $19 million, or 
14%, in 2001 as compared to 2000. The increase resulted from higher 
expenses for occupational related claims and environmental matters, 
and the inclusion of $6 million of WC casualty and other expense. This 
was partially offset by lower expenses for damaged equipment and 
merchandise claims. 


Special charge: The Company recorded a charge of $98 million, $62 mil- 
lion after tax, in the second quarter of 2001 for the reduction of 690 
positions (388 occurred in 2001 with the remainder planned to be com- 
pleted by the end of 2002). The charge included severance and other 
payments to be made to affected employees. 
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Other 

Interest expense: |Interest expense increased by $16 million to $327 mil- 
lion for the year ended December 31, 2001 as compared to 2000. The 
increase was mainly due to the financing related to the acquisition of WC, 
the inclusion of $4 million of WC interest expense, and the impact of the 
weaker Canadian dollar on U.S. denominated interest costs. This was, in 
part, offset by the refinancing of a portion of matured debt at lower rates. 


Other income: \n 2001, the Company recorded other income of $65 mil- 
lion compared to $136 million in 2000. Included in 2001 is a charge of 
$99 million to write down the Company's net investment in 360networks 
Inc., a one-time gain of $101 million related to the sale of the Company's 
50 percent interest in DRT and $11 million of WC other income. The 
comparative 2000 period included an $84 million gain related to the 
360networks Inc. transaction. 


Income tax expense: The Company recorded an income tax expense of 
$380 million for the year ended December 31, 2001 compared to $536 
million in 2000. The decrease in income tax expense was mainly due to 
a $122 million deferred income tax recovery recorded in 2001 resulting 
from the enactment of lower corporate tax rates in Canada. Excluding 
this item, the effective tax rate for the year ended December 31, 2001 
decreased to 35.4% from 36.4% in 2000 due mainly to lower tax rates 
in 2001. 


2000 compared to 1999 
The Company recorded consolidated net income of $937 million ($4.81 
per basic share) for the year ended December 31, 2000 compared to 


$751 million ($3.81 per basic share) for the year ended December 31, 
1999. Diluted earnings per share were $4.67 in 2000 compared to $3.74 
in 1999. 

The years ended December 31, 2000 and 1999 included items 
impacting the comparability of the results of operations. In 2000, the 
Company recorded a gain of $84 million, $58 million after tax ($0.30 per 
basic share or $0.28 per diluted share), related to the exchange of its 
minority equity investments in certain joint venture companies for com- 
mon shares in 360networks Inc. The results for 1999 included a $5 mil- 
lion after-tax ($0.03 per basic and diluted share) cumulative effect of 
changes in accounting policy. 

Excluding the effects of the items discussed herein, consolidated 
net income was $879 million ($4.51 per basic share or $4.39 per diluted 
share) in 2000 compared to $746 million ($3.78 per basic share or $3.71 
per diluted share) in 1999. 

Operating income was $1,648 million for 2000 compared to $1,467 
million in 1999. This represented an increase of $181 million, or 12%. 
The operating ratio in 2000 was 69.6% compared to 72.0% in 1999. 


Revenues 

Revenues for the year ended December 31, 2000 totaled $5,428 million 
compared to $5,236 million in 1999. The increase of $192 million, or 4%, 
was mainly attributable to gains in automotive, intermodal and grain and 
fertilizers. This was partially offset by lower coal revenues. Revenue ton 
miles increased by 4% as compared to 1999 while freight revenue per 
revenue ton mile remained flat. 


Year ended December 31, 2000 1999 2000 1999 2000 1999 
Freight revenue 
Revenues Revenue ton miles per revenue ton mile 
In millions In cents 
Petraleumpand chemical sicpmwanrs airy. toatenatt erate Matian dere cesrarcorecs swe apniaisaciat $ 894 $ 878 24,858 24,194 3.60 3.63 
MetalscandimineralSisemmscie esseraceeertsace aan uacetanGamcuseee maiiniamsacames 392 398 9,207 9,271 4.26 4.29 
Forest productsisarrmey- ni stm i ooncceroruuenemenie acai nice walamuaterebaet 1,008 995 28,741 27,500 3.51 3.62 
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Intermodal aoremtceranaiete tsanttraatclae sist cies astsiact satstetasin aleavoisieisistnoitssldaained ened 919 810 25,456 22,589 3.61 3.59 
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tal rae Seen omnes osauiianreaines cnt arasreiseicniene een Gubinwe sous $5,428 $5,236 149,557 143,613 3.50 3.50 


U.S. GAAP 


Canadian National Railway Company 37 


Managements Discussion and Analysis 


Petroleum and chemicals 

Revenues for the year ended December 31, 2000 increased by $16 million, 
or 2%, over 1999. Growth in 2000 was mainly due to increased demand 
for petroleum gas, industrial chemicals and petrochemicals. Growth was 
also driven by increased production from plant expansions in the petro- 
leum products segments. Weak market demand for polyvinyl chloride (PVC 
plastics) and related chemicals and sulfur exports to the United States par- 
tially offset these gains. The revenue per revenue ton mile decrease of 1% 
for 2000 was mainly due to changes in some contract and rate structures. 


Metals and minerals 

Revenues for the year ended December 31, 2000 decreased by $6 mil- 
lion, or 2%, as compared to 1999. The decline in 2000 reflects lower 
finished steel shipments due, in particular, to fewer pipeline projects 

in western Canada and customer production shutdowns in 2000. This is 
partially offset by market share gains in, as well as strength from, both 
the overall steel markets in the first half of 2000 and concentrate mar- 
kets during 2000. The revenue per revenue ton mile decrease of 1% for 
2000 was mainly due to an increase in the average length of haul. 


Forest products 

Revenues for 2000 grew by $13 million over 1999, representing a 1% 
increase. Market share gains, as well as solid demand in the paper seg- 
ment, drove growth in 2000. Declining lumber shipments due to weaker 
commodity prices and fewer housing starts in the United States com- 
pared to 1999 partially offset these gains. The revenue per revenue ton 
mile decrease of 3% for 2000 can be attributed to an increase in the 
average length of haul. Rate pressure as a result of consolidations in the 
forest products industry was also a contributing factor. 


Coal 

Revenues for the year ended December 31, 2000 decreased by $74 
million, or 18%, from 1999. Continued weak market conditions for 
Canadian export coal resulted in lower shipments from, and closures of, 


certain CN-served coal mines. This was compounded by further rate reduc- 


tions which were tied to coal prices. The revenue per revenue ton mile 
decrease of 4% for 2000 was mainly due to reduced freight rates tied to 
contracted coal prices. 
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Grain and fertilizers 

Revenues for 2000 increased by $70 million, or 7%, over 1999. The 
increase in 2000 was mainly driven by strong Canadian wheat and barley 
exports, as well as U.S. and Canadian oil seed exports. Revenue per rev- 
enue ton mile decreased by 3% for 2000 mainly due to a decline in grain 
rates in Canada and a shift to longer haul traffic. 


Intermodal 

Revenues in 2000 increased by $109 million, or 13%, in comparison 

to the year ended December 31, 1999. Increased container trade through 
the ports of Vancouver and Halifax and market share gains drove the 
growth in the international segment. The domestic segment benefited 
from strength in the North American economy as well as market share 
gains through enhanced service offerings. The revenue per revenue 

ton mile increase of 1% for 2000 is mainly due to a shift to higher 
yielding traffic. 


Automotive 

Revenues for the year ended December 31, 2000 increased by $76 mil- 
lion, or 16%, over 1999. The increase in revenues for 2000 reflects strong 
North American vehicle sales during the first nine months of 2000 and 
one-time gains due, in part, to competitors’ service problems. The rev- 
enue per revenue ton mile for 2000 remained relatively unchanged 
despite an increase in the average length of haul, due to growth of 
higher yielding traffic. 


Other items 

Revenues for the year ended December 31, 2000 decreased by $12 mil- 
lion over 1999. The majority of the 6% decrease was attributable to a 
non-recurring branch line subsidy payment from the Canadian Transport- 
tion Agency (CTA) received in 1999 relating to a claim for unprofitable 
lines. This was partially offset by increased revenues in 2000 for com- 
muter services. 
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Operating expenses 
Operating expenses amounted to $3,780 million in 2000 compared to 
$3,769 million in 1999. Operating expenses remained relatively flat with 


an increase of only $11 million due predominantly to significantly higher 
fuel costs and depreciation, partially offset by reductions in all other 
expense categories. 


Dollars in millions Year ended December 31, 2000 1999 
% of % of 
Amount revenue Amount revenue 
Kaborgan auth exDenenitsmmemrmri nate eei tec aaece tea ccemr err sie crete ern selcta leectoecicve ot Salis bs vicars siaweSascaletlelnonees $1,482 27.3% $1,509 28.8% 
PUTGHASEAIS ERVICES MEE een Ia rare Tree eee PEt <orore.s Mele rccjercta atte s sales tessts dled ua aleve urotuagiGuiere wia-cier 551 10.2% 569 10.9% 
Deprectaronjand: aim Ontize tho nine eecrtar carseat erat. atye Oe qat acta adrecaatlocan Seiyam ils cies caine eine vertices wens 525 9.7% 490 9.3% 
ME de ose seb sSeeee dnb abbbw duc Senos Cae CE OSE ROO ENE EO Oe Ree SE eS tee ene ne ee raed 446 8.2% 308 5.9% 
EQUIPIGERI en tSamrneer Meier cr: sane atria eae nr usa iecseicasiati as dacs carawikts gyusuedaniosile nee eater tes oe tees 285 5.2% 328 6.3% 
[METCTIEN) s soa snooneadacuia Meare ihc oes a Sah DAS eo GO EC CRETE eee ee ene ent nn Oe Clee? eet eae 195 3.6% 204 3.9% 
OPE ALIN LANES ceeepmrteters triste tate vast eisteisl etter etc teetcfaresd pate fse) Herslete ictohae ers eisameerse oie ioftaneie c ealsraore elatavunrnavasalns sw diowraree welds 158 2.9% 172 3.3% 
(CARTEL Elie Mollet? chip Racine aaugsodedecseriaden os Uh Top Oe oO u BE one OR ORE Cota eee Cn EEO ERE cr Once Tanner arerne 138 2.5% 189 3.6% 
LOTR RCo TTS ET OE TEL TSI arson is Gis ee ra ois s?aav@rrate nit eretstortateroverst sia ave nlgiane Draanwatajacietamneid $3,780 69.6% $3,769 72.0% 


Labor and fringe benefits: Labor and fringe benefit expenses in 2000 
decreased by $27 million, or 2%, as compared to 1999. The decrease was 
mainly attributable to the Company's reduced workforce and lower pen- 
sion related expenses, partially offset by wage increases in 2000. 


Purchased services: Costs of purchased services decreased by $18 mil- 
lion, or 3%, in 2000 as compared to 1999. The decrease was mainly due 
to a new directional running agreement and higher recoveries from joint 
facilities. This was partially offset by higher consulting and professional 
fees related to a proposed combination in 2000. 


Depreciation and amortization: Depreciation and amortization expense in 
2000 increased by $35 million, or 7%, as compared to 1999. The increase 

was due to the impact of net capital additions and the acquisition, at the 

end of 1999, of certain equipment formerly under operating leases. 


Fuel: Fuel expense in 2000 increased by $138 million, or 45%, as com- 
pared to 1999. This was largely due to a 43% increase in the average 
fuel price (net of the Company's fuel hedging program) as well as an 
increase in traffic volumes. An improvement in fuel efficiency partially 
offset the higher fuel costs. 
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Equipment rents: These expenses decreased by $43 million, or 13%, in 
2000 as compared to 1999. The decrease was mainly attributable to con- 
tinuing improvements in asset utilization as a result of the Company's 
service plan and the acquisition of certain equipment formerly under 
operating leases. This was partially offset by higher volumes and more 
foreign cars on-line. 


Material: Material costs decreased by $9 million, or 4%, in 2000 as 
compared to 1999. This decrease was mainly a result of improved pur- 
chasing practices as well as higher recoveries from work performed for 
third parties. 


Operating taxes: Operating taxes decreased by $14 million, or 8%, in 
2000, mainly as a result of lower municipal property taxes and a refund 
of prior years’ sales tax. This was partially offset by higher diesel fuel 
taxes resulting from increased volumes. 


Casualty and other: These expenses decreased by $51 million, or 27%, 
in 2000 as compared to 1999. Lower expenses for environmental mat- 
ters, damaged equipment as well as various one-time recoveries largely 
drove the decrease. This was partially offset by higher casualty and legal 
costs and bad debt expense. 
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Other 
Interest expense: Interest expense of $311 million for the year ended 
December 31, 2000 remained relatively unchanged from the 1999 level. 


Other income: |n 2000, the Company recorded other income of $136 mil- 
lion compared to $55 million in 1999. This increase was mainly due to 
the Company’s gain on the exchange of its minority equity investments 
in certain joint venture companies for shares of 360networks Inc. 


Income tax expense: The Company recorded an income tax expense of 
$536 million in 2000 compared to $462 million in 1999. The effective 
income tax rate was 36.4% for 2000 and 38.2% in 1999. The reduced 
effective tax rate in 2000 reflects lower overall income taxes applicable 
to CN and its subsidiaries’ operations in certain jurisdictions. 


Liquidity and capital resources 


Operating activities: Cash provided from operations was $1,621 million 
for the year ended December 31, 2001 compared to $1,506 million for 
2000. Net income, excluding non-cash items, generated cash of $1,969 
million in 2001, up from $1,698 million in 2000. Cash from operations 
included an increase in net proceeds of $133 million from the Company's 
accounts receivable securitization program. Cash generated in 2001 and 
2000 was partially consumed by payments with respect to workforce 
reductions of $169 million and $189 million, respectively, and income tax 
payments of $63 million and $101 million, respectively. The provision for 
workforce reductions amounted to $491 million as at December 31, 
2001. Cash payments with respect to these workforce reduction accruals 
are expected to be approximately $151 million in 2002. 


Investing activities: Cash used by investing activities in 2001 amounted 
to $2,173 million compared to $981 million in 2000. Investing activities 
included $1,278 million related to the acquisition of WC as at October 9, 
2001 and proceeds of $112 million from the sale of DRT. Net capital 
expenditures amounted to $1,058 million for the year ended December 
31, 2001, an increase of $22 million over 2000. Net capital expenditures 
included expenditures for roadway renewal, rolling stock, and other 
capacity and productivity improvements. 

The Company anticipates that capital expenditures for 2002 will 
remain at approximately the same level as 2001. This will include funds 
required for ongoing renewal of the basic plant and other acquisitions 
and investments required to improve the Company's operating efficiency 
and customer service. 

As at December 31, 2001, the Company had commitments to acquire 
railroad ties at a cost of $28 million, rail at a cost of $20 million and 
freight cars at a cost of $4 million. 
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Dividends: During 2001, the Company paid dividends totaling $150 mil- 
lion to its shareholders at the rate of $0.195 per share per quarter. 


Financing activities: Cash provided from financing activities totaled 
$740 million for the year ended December 31, 2001 compared to cash 
used of $679 million in 2000. The increase was mainly due to the 
issuance of debt securities in two series, U.S.$400 million (Cdn$629 mil- 
lion) 6.375% Notes due 2011 and U.S.$200 million (Cdn$314 million) 
7.375% Debentures due 2031. At December 31, 2001, the Company had 
U.S.$400 million remaining for issuance under its currently effective shelf 
registration statement. In 2001, the Company did not repurchase any 
common shares under the share repurchase program, whereas in 2000, 
$529 million was used to repurchase common shares as part of the share 
repurchase program. During 2001, the Company recorded $91 million in 
capital lease obligations ($149 million in 2000) for capital leases related 
to new equipment and the exercise of purchase options on existing 
equipment. 


Acquisition of Wisconsin Central Transportation Corporation 


On January 29, 2001, the Company, through an indirect wholly owned 
subsidiary, and WC entered into a merger agreement (the Merger) pro- 
viding for the acquisition of all of the shares of WC by the Company for 
an acquisition cost of $1,297 million (U.S.$831 million). The Merger was 
approved by the shareholders of WC at a special meeting held on April 4, 
2001. On September 7, 2001, the U.S. Surface Transportation Board (STB) 
rendered a decision, unanimously approving the Company's acquisition 
of WC. On October 9, 2001, the Company completed its acquisition of 
WC and began a phased integration of the companies’ operations. The 
acquisition was financed by debt and cash on hand. 

The Merger involves the integration of two previously independent 
businesses to provide shippers enhanced rail services over a coordinated 
network. There can be no assurance that the Company and WC will be 
able to coordinate their businesses without encountering operational 
difficulties or experiencing the loss of key CN or WC employees or cus- 
tomers, or that there will be realization of rail service and other efficien- 
cies or synergies that are expected to be derived from the Merger. 

The Company accounted for the Merger using the purchase method 
of accounting as required by the Financial Accounting Standards Board's 
(FASB) Statement of Financial Accounting Standards (SFAS) No. 141 
“Business Combinations.” As such, the Company's consolidated financial 
statements include the assets, liabilities and results of operations of WC 
as of October 9, 2001, the date of acquisition. The impact of the results 
of the final valuation of WC's assets and liabilities, and changes in 
accounting practices are not expected to have a material impact on the 
results of operations. 
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Share repurchase program 


On January 23, 2001, the Board of Directors of the Company approved a 
share repurchase program which allowed for the repurchase of up to 10 
million common shares between January 31, 2001 and January 30, 2002 
pursuant to a normal course issuer bid, at prevailing market prices. At 
December 31, 2001, the Company had not repurchased any common 
shares under the share repurchase program. 


Recent accounting pronouncements 


In July 2001, the FASB issued SFAS No. 142, “Goodwill and Other 
Intangible Assets.” Effective for the Company’s fiscal year beginning 
January 1, 2002, the statement changes the accounting for goodwill from 
an amortization method to an impairment-only approach. In addition, 
this statement requires acquired intangible assets to be separately recog- 
nized if the benefit of the intangible assets are obtained through con- 
tractual or other legal right, or if the intangible assets can be sold, 
transferred, licensed, rented or exchanged. The Company does not expect 
SFAS No. 142 to have a material impact on its financial statements. 

In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset 
Retirement Obligations.” SFAS No. 143 requires the Company to record 
the fair value of an asset retirement obligation as a liability in the period 
in which it incurs a legal obligation associated with the retirement of 
tangible long-lived assets. This statement is effective for the Company's 
fiscal year beginning January 1, 2003. The Company does not expect 
SFAS No. 143 to have a material impact on its financial statements. 

In October 2001, the FASB issued SFAS No. 144, “Accounting for the 
Impairment or Disposal of Long-Lived Assets.” SFAS No. 144 provides 
accounting guidance for long-lived assets to be held and used, to be dis- 
posed of other than by sale, and to be disposed of by sale. This state- 
ment is effective for the Company's fiscal year beginning January 1, 
2002. The Company does not expect SFAS No. 144 to have an initial 
material impact on its financial statements upon adoption. 
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Business risks 


Certain information included in this report may be “forward-looking 
statements” within the meaning of the United States Private Securities 
Litigation Reform Act of 1995. Such forward-looking statements are not 
guarantees of future performance and involve known and unknown risks, 
uncertainties and other factors which may cause the outlook, the actual 
results or performance of the Company or the rail industry to be materi- 
ally different from any future results or performance implied by such 
statements. Such factors include the factors set forth below as well as 
other risks detailed from time to time in reports filed by the Company 
with securities regulators in Canada and the United States. 


Competition 

The Company faces significant competition from a variety of carriers, 
including Canadian Pacific Railway Company which operates the other 
major rail system in Canada, serving most of the same industrial and 
population centers as the Company, long distance trucking companies 
and, in certain markets, major U.S. railroads and other Canadian and U.S. 
railroads. Competition is generally based on the quality and reliability of 
services provided, price, and the condition and suitability of carriers’ 
equipment. Competition is particularly intense in eastern Canada where 
an extensive highway network and population centers, located relatively 
close to one another, have encouraged significant competition from 
trucking companies. In addition, much of the freight carried by the 
Company consists of commodity goods that are available from other 
sources in competitive markets. Factors affecting the competitive position 
of suppliers of these commodities, including exchange rates, could mate- 
rially adversely affect the demand for goods supplied by the sources 
served by the Company and, therefore, the Company's volumes, revenues 
and profit margins. 

To a greater degree than other rail carriers, the Company's sub- 
sidiary, Illinois Central Railroad Company (ICRR), is vulnerable to barge 
competition because its main routes are parallel to the Mississippi River 
system. The use of barges for some commodities, particularly coal and 
grain, often represents a lower cost mode of transportation. Barge 
competition and barge rates are affected by navigational interruptions 
from ice, floods and droughts, which can cause widely fluctuating barge 
rates. The ability of ICRR to maintain its market share of the available 
freight has traditionally been affected by the navigational conditions 
on the river. 
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In recent years, there has been significant consolidation of rail sys- 
tems in the United States. The resulting larger rail systems are able to 
offer seamless services in larger market areas and effectively compete 
with the Company in certain markets. There can be no assurance that the 
Company will be able to compete effectively against current and future 
competitors in the railroad industry and that further consolidation within 
the railroad industry will not adversely affect the Company's competitive 
position. No assurance can be given that competitive pressures will not 
lead to reduced revenues, profit margins or both. 


Environment 

The Company's operations are subject to federal, provincial, state, 
municipal and local regulations under environmental laws and regula- 
tions concerning, among other things, emissions into the air; discharges 
into waters; the generation, handling, storage, transportation, treatment 
and disposal of waste, hazardous substances and other materials; 
decommissioning of underground and aboveground storage tanks; and 
soil and groundwater contamination. A risk of environmental liability is 
inherent in the railroad and related transportation operations; real estate 
ownership, operation or control; and other commercial activities of the 
Company with respect to both current and past operations. As a result, 
the Company incurs significant compliance and capital costs, on an 
ongoing basis, associated with environmental regulatory compliance and 
clean-up requirements in its railway operations and relating to its past 
and present ownership, operation or control of real property. 

While the Company believes that it has identified the costs likely 
to be incurred in the next several years, based on known information, 
for environmental matters, the Company's ongoing efforts to identify 
potential environmental concerns that may be associated with its proper- 
ties may lead to future environmental investigations, which may result in 
the identification of additional environmental costs and liabilities. 

In the operation of a railroad, it is possible that derailments, explo- 
sions or other accidents may occur that could cause harm to human 
health or to the environment. As a result, the Company may incur costs 
in the future, which may be material, to address any such harm, includ- 
ing costs relating to the performance of clean-ups, natural resource 
damages and compensatory or punitive damages relating to harm to 
individuals or property. 
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The ultimate cost of known contaminated sites cannot be definitely 
established, and the estimated environmental liability for any given site 
may vary depending on the nature and extent of the contamination, 
the available clean-up technique, the Company's share of the costs and 
evolving regulatory standards governing environmental liability. Also, 
additional contaminated sites yet unknown may be discovered or future 
operations may result in accidental releases. For these reasons, there can 
be no assurance that material liabilities or costs related to environmental 
matters will not be incurred in the future, or will not have a material 
adverse effect on the Company's financial position or results of opera- 
tions in a particular quarter or fiscal year, or that the Company's liquidity 
will not be adversely impacted by such environmental liabilities or costs. 

As at December 31, 2001, the Company had aggregate accruals for 
environmental costs of $112 million ($85 million at December 31, 2000). 
The Company has not included any reduction in costs for anticipated 
recovery from insurance. 


Legal actions 

In the normal course of its operations, the Company becomes involved in 
various legal actions, including claims relating to contractual obligations, 
personal injuries, damage to property and environmental matters. Work- 
related injuries to employees, including occupational related claims, are 
a significant expense for the railroad industry in the United States. 
Employees of the Company in the United States are therefore compen- 
sated according to the provisions of the Federal Employers’ Liability Act 
(FELA) which provides for the finding of fault, unscheduled awards and 
reliance on the jury system. The Company maintains, and regularly 
updates, casualty provisions for such items, which it considers to be ade- 
quate. The final outcome with respect to actions outstanding or pending 
as at December 31, 2001 cannot be predicted with certainty, and there- 
fore, there can be no assurance that their resolution and any future 
claims will not have a material adverse effect on the Company's financial 
position or results of operations in a particular quarter or fiscal year. 
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Labor negotiations 

Labor agreements with all Canadian unions expired on December 31, 
2000. By January 2002, the Company had achieved ratified settlements 
with four of the labor organizations representing about 9,000 of the 
Company's approximately 14,350 Canadian unionized employees: the 
Brotherhood of Maintenance of Way Employees, the Canadian National 
Railway Police Association, the International Brotherhood of Electrical 
Workers and the Canadian Auto Workers. These agreements are for a 
three-year period effective until December 31, 2003. 

Agreements reached by the Company with the United Transportation 
Union (UTU) and the Brotherhood of Locomotive Engineers (BLE), which 
are part of the Canadian Council of Railway Operating Unions (CCROU) 
(approximately 4,900 employees), are subject to ratification. The 
Company and the Rail Canada Traffic Controllers (RCTC) (approximately 
250 employees) are still in conciliation and negotiations continue. The 
unions representing the employees of Algoma Central Railway Inc. 
(approximately 140 employees) negotiate collectively under the auspices 
of a Council of Trade Unions (the Council). The Company is currently in 
conciliation with the Council and negotiations are ongoing. Although the 
Company currently believes it can achieve ratified agreements with the 
CCROU, RCTC and the Council, there can be no assurance that their reso- 
lution will not have a material adverse effect on the Company's financial 
position or results of operations. 

The general approach to labor negotiations by U.S. Class 1 railroads 
is to bargain on a collective national basis. For several years now, Grand 
Trunk Western (GTW), Duluth, Winnipeg and Pacific (DWP), ICRR and CCP 
Holdings, Inc. (CCP) have bargained on a local basis rather than holding 
national, industry wide negotiations. Local negotiations result in settle- 
ments that better address both the employees’ concerns and preferences 
and the railways’ actual operating environment. There are risks associ- 
ated with negotiating locally. Presidents and Congress have demon- 
strated that they will step in to avoid national strikes, while a local 
dispute may not generate federal intervention, making an extended work 
stoppage more likely. The Company's management believes the potential 
mutual benefits of local bargaining outweigh the risks. 

As of December 2001, the Company had in place agreements with 
bargaining units representing approximately 55% of the unionized 
workforce at ICRR, 95% at GTW and DWP, 55% at CCP and 100% at 
WC. These agreements have various durations, ranging from 2002 to 
the end of 2004. Several of these agreements will reopen in 2002. 


U.S. GAAP 


Negotiations are ongoing with the bargaining units with which the 
Company has not yet achieved new settlements. Until new agreements 
are reached, the terms and conditions of previous agreements continue 
to apply. Although the Company does not anticipate work action related 
to these negotiations while they are ongoing, there can be no assurance 
that their resolution will not have a material adverse effect on the 
Company's financial position or results of operations. 


Regulation 

The Company's rail operations in Canada are subject to regulation as 
to (i) rate setting and network rationalization by the Canadian Transport- 
ation Agency (the CTA), under the Canada Transportation Act (Canada) 
(the Act), and (ii) safety by the federal Minister of Transport under the 
Railway Safety Act (Canada) and certain other statutes. The Company's 
U.S. rail operations are subject to regulation by the STB (the successor 
to the Interstate Commerce Commission) and the Federal Railroad 
Administration. In addition, the Company is subject to a variety of 
health, safety, labor, environmental and other regulations, all of which 
can affect its competitive position and profitability. 

The CTA Review Panel, which was appointed by the federal govern- 
ment to carry out a comprehensive review of the Canadian transporta- 
tion legislation, including the Act, issued its report to the Minister of 
Transport at the end of June 2001. It was released to the public on 
July 18, 2001 and contains numerous recommendations for legislative 
changes which, if adopted, would affect all modes of transportation, 
including rail. No assurance can be given that any decision by the 
federal government pursuant to the report's recommendations will not 
materially adversely affect the Company's financial position or results 
of operations. 


Financial instruments 

Although the Company conducts its business and receives revenues pri- 
marily in Canadian dollars, a growing portion of its revenues, expenses, 
assets and debt are denominated in U.S. dollars. Thus, the Company's 
results are affected by fluctuations in the exchange rate between these 
currencies. Changes in the exchange rate between the Canadian dollar 
and other currencies (including the U.S. dollar) make the goods trans- 
ported by the Company more or less competitive in the world market- 
place and thereby affect the Company's revenues. 
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The Company has limited involvement with derivative financial 
instruments and does not use them for trading purposes. Collateral or 
other security to support financial instruments subject to credit risk is 
usually not obtained. However, the credit standing of counterparties is 
regularly monitored. 

To mitigate the effects of fuel price changes on its operating margins 
and overall profitability, the Company has a systematic hedging program 
which calls for regularly entering into swap positions on crude and heat- 
ing oil to cover a target percentage of future fuel consumption up to two 
years in advance. 

The realized gains and losses from the Company's fuel hedging 
activities were a $6 million loss and a $49 million gain for the years 
ended December 31, 2001 and 2000, respectively. Hedging positions and 
credit standings of counterparties are monitored, and losses due to coun- 
terparty non-performance are not anticipated. At December 31, 2001, 
the Company hedged approximately 45% of the estimated 2002 fuel 
consumption and 25% of the estimated 2003 fuel consumption. This rep- 
resented approximately 264 million U.S. gallons at an average price of 
U.S.$0.607 per U.S. gallon. The Company had unrealized losses from its 
fuel hedging activities of $38 million at December 31, 2001, recorded in 
Other comprehensive income, and $17 million at December 31, 2000. 
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Other risks 

In any given year, the Company, like other railroads, is susceptible to 
changes in the economic conditions of the industries and geographic 
areas that produce and consume the freight it transports or the supplies 
it requires to operate. In addition, many of the goods and commodities 
carried by the Company experience cyclicality in the demand for them. 
However, many of the bulk commodities the Company transports move 
offshore and are impacted more by global economic conditions than 
North American economic cycles. The Company's results of operations 
can be expected to reflect this cyclicality because of the significant fixed 
costs inherent in railroad operations. The Company's revenues are 
affected by prevailing economic conditions. Should an economic slow- 
down or recession occur and continue in North America or other key 
markets, or should major industrial restructuring take place, the volume 
of rail shipments carried by the Company is likely to be materially 
affected. 

In addition to the inherent risks of the business cycle, the Company 
is occasionally susceptible to severe weather conditions. For example, in 
the first quarter of 1998, a severe ice storm hit eastern Canada, which 
disrupted operations and service for the railroad as well as for CN cus- 
tomers. 

Generally accepted accounting principles require the use of histor- 
ical cost as the basis of reporting in financial statements. As a result, 
the cumulative effect of inflation, which has significantly increased 
asset replacement costs for capital-intensive companies such as CN, 
is not reflected in operating expenses. Depreciation charges on an infla- 
tion-adjusted basis, assuming that all operating assets are replaced at 
current price levels, would be substantially greater than historically 
reported amounts. 
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The accompanying consolidated financial statements of Canadian 
National Railway Company and all information in this annual report are 
the responsibility of management and have been approved by the Board 
of Directors. 

The financial statements have been prepared by management in 
conformity with generally accepted accounting principles in the United 
States. These statements include some amounts that are based on best 
estimates and judgments. Financial information used elsewhere in the 
annual report is consistent with that in the financial statements. 

Management of the Company, in furtherance of the integrity and 
objectivity of data in the financial statements, has developed and main- 
tains a system of internal accounting controls and supports an extensive 
program of internal audits. Management believes that this system of 
internal accounting controls provides reasonable assurance that financial 
records are reliable and form a proper basis for preparation of financial 
statements, and that assets are properly accounted for and safeguarded. 

The Board of Directors carries out its responsibility for the financial 
statements in this report principally through its Audit and Finance 
Committee, consisting solely of outside directors. The Audit and Finance 
Committee reviews the Company's consolidated financial statements and 
annual report and recommends their approval by the Board of Directors. 
Also, the Audit and Finance Committee meets regularly with the Chief, 
Internal Audit, and with the shareholders’ auditors. 

These consolidated financial statements have been audited by 
KPMG LLP, who have been appointed as the sole auditors of the Company 
by the shareholders. 


Or _ 


Claude Mongeau 
Executive Vice-President and Chief Financial Officer 


January 22, 2002 


Ing h han 


Serge Pharand 
Vice-President and Corporate Comptroller 


January 22, 2002 
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Auditors’ Report 


To the Board of Directors of Canadian National Railway Company 


We have audited the consolidated balance sheets of Canadian National 
Railway Company as at December 31, 2001 and 2000 and the consoli- 
dated statements of income, comprehensive income, changes in share- 
holders’ equity and cash flows for each of the years in the three-year 
period ended December 31, 2001. These financial statements are the 
responsibility of the Company's management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian and United 
States of America generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assur- 
ance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant esti- 
mates made by management, as well as evaluating the overall financial 
statement presentation. 

In our opinion, these consolidated financial statements present fairly, 
in all material respects, the financial position of the Company as at 
December 31, 2001 and 2000, and the results of its operations and its 
cash flows for each of the years in the three-year period ended 
December 31, 2001, in accordance with generally accepted accounting 
principles in the United States of America. 

On January 22, 2002, we reported separately to the shareholders of 
the Company on consolidated financial statements for the same period, 
prepared in accordance with Canadian generally accepted accounting 
principles. 


KPME weP 


KPMG LLP 
Chartered Accountants 


Montreal, Canada 
January 22, 2002 
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Consolidated Statement of Income 


In millions, except per share data Year ended December 31, 2001 2000 1999 

Revenues 
Petroleum-and Chemicals cajcse<ssorccisiscgetsseealsamoas ayeitiarecsegin selroGORem maces eel itera teetarerctletaate sere $ 923 $ 894 $ 878 
Metalsand’ mitierals: sasiceerack suacvenvsrccoatieiels oczlerieatetetynnaie cate de iaaretepiets os ache een ar ere iach neice 458 392 398 
Forest products, ss scteae ace scant caiduiaa «me dldamieina sie alana Gin Aletatae> > = tae let cia ee rairtei eat 1,088 1,008 995 
elt: iT Set Re ERE PMC Maa An dad ceca ton bM Orso CUOTS cou FONG 6 moabaseoot 338 328 402 
Grain: and: fertilizersic «saan dict cranes ak dcp mos eaa eee ERR caine = eee er ane eee eee 1,161 1,136 1,066 
TICAt 600 -) fae a RR nee Reeder Tommi cara sr cdcdicamnaae cc Joe deet Seo oouLodpgocore 969 919 810 
AUTOMOTIVE «ce oushidda bc caccaishecesloresssc Bolorae sictele retest Sarore rere batepereie toes hace icta <1 oleate eae eect eee eects 520 559 483 
Other ifems: «ceaeeavacccis cocrdeiakibec ioe prceeciarcinesate vin yslelelecalbat ercotesstasieltt coreyue eo Grae erate eget et Setar etree 195 192 204 

Total y@ vere auc 20a diaries «gos aeelbec Mar cbiug swe Shasdiatata olde rote Pate evarcl ee aerate averece e cisreves the cIecte eete trai erate fe teretfetemate 5,652 5,428 5,236 


Operating expenses 


Laborvand fringe bene nts, < cc/me ssc santecitcse maa ne nolan ee anyeree tion yetatepenie tai astalsie 1a eae eter eee 1,540 1,482 1,509 
Purchased: SOrViCOS sacassiazaarsie aoe orale jotnotoste trace otetsis areca Gente ieee cate eretsiet obec a clave eictern stele etceetee et eters oto 504 551 569 
Depreciation’ arc) armOrtiZerti ory si s:csscsie-sessloresesstcrevoicecleyeletsiisy ease’ s sie sissesese/ole/evals/oscvs ave slevetare sfavote ete] enaieetstelel nate clot 532 525 490 
Fuel 3s, occscomiath liste enre.a 2/5 Gisieuaeltre ore are ta mmeeeveie arerainie neta meieeretesiaue maehe aragele Ge. feritateieea a sete Sse eee eee 484 446 308 
EQUIDMENETENTS...s«isteniths on cmomamgraonsen es unaaaas steams Cenk anti IoeUCRc Ges GOCE Moen a ee Geee meinen 309 285 328 
Mattetiial. .ccssisie.s eines on selatnimenpree onesies eqeaeinetns G2 aereronte enn oto eta oth Ree ee eee eee 188 195 204 
Operating taXeS: .\. ssc:.otus sehramciansrnk meteors a eieisleletoinaio Alen fare intel stserers alapatevert «traps esesecatelesstelcke ate teiteee eeetecet ae 158 158 172 
Casualty and other cc scs.ns,seceatesle smite sone on ceteris CRC IaRiOR Oe tact eree eee CEE EER eere 157 138 189 
Special: charge (NOL 14) sci5 secead sie ieee oe = cpa eaters serch ae saree tte ate ae eee 98 = = 
Total operating Ox Dems es, ty sreriiesc.srtarw easeae orauarsiat cera lartvays Seas aycieveie arareccie tis Phe crs aie ene eee 3,970 3,780 3,769 
Operating INCOME 3 22s sancemereee es oe re cacn ieee MEO PER One eC EEC CREE E EEE 1,682 1,648 1,467 
Interest:expense: (Note 215)! 5. frc.c. nenelcaacele vwrce nae terieaee we arora ee Re een ee eee eee eee (327) (311) (314) 
Otheriincomie (NOE 16) sssrndses «sa elhideta teltsn latte fe aa ote TGR ree eee ee 65 136 55 
Income before income taxes and cumulative effect of changes in accounting policy .............0..600. 1,420 1,473 1,208 
Income: tax expensed(NOLE 17) xt careatcaz scrietosee encleforieeiersr ten ace nese rer eee eee (380) (536) (462) 
Income before cumulative effect of changes in accounting POIiCy .......0...0c0cccccceecececucececueuens 1,040 937 746 
Cumulative effect of changes in accounting policy (net of applicable income taxes) (Note 2) ..........0+. = se 5 
N@T INCOM C5 20s valuing 8itrns ens atone id geaace vee ORcic ee Oe ee oe $1,040 $ 937 $ 751 


Basic earnings per share (Note 19) 


Income before cumulative effect of changes in accounting policy ............c.ccsecececeeeececececeeeuens $ 5.41 $ 4.81 $ 3.78 
Net INCOME +. +4 eisai rs mmlsta sad v Gastar ete ce aor ote ee Raat a $ 5.41 $ 4.81 $ 3.81 
Diluted earnings per share (Note 19) 

Income before cumulative effect of changes in accounting policy .............scsecceceeseeeeeeeasceceuces $ 5.23 $ 4.67 $ 3.71 
Net INCOME, «3 d1sssansesoadnaatnpadue edna avaaum dees Uae eee ean nee S25:23 $ 4.67 $ 3.74 


See accompanying notes to consolidated financial statements, 
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Consolidated Statement of Comprehensive Income 


In millions Year ended December 31, 2001 2000 1999 


NGisincomennnnenerrrinn are traria th aera mk ee ene cles DS SS oi nm GRMeh nme $1,040 $ 937 TS 


Other comprehensive income (loss) (Note 22): 
Unrealized foreign exchange gain (loss) on translation of U.S. dollar denominated long-term 


debt designated as a hedge of the net investment in U.S. subsidiaries .............c0ccceceeeeeeees (202) (91) 180 
Unrealized foreign exchange gain (loss) on translation of the net investment in 
TE eT MSTA EIEN TCT ie on afc 0 SRR NI Rea ane 308 191 (202) 
Unrealized holding gain (loss) on investment in 360networks Inc. (Note 6)........0.00.cccceeeeeeeues (129) 129 - 
Unrealized holding loss on fuel derivative instruments (Note 21)..........0ccccccceeecceeeeeeeeeeeeees (38) ~ = 
Mining: penstonultability adjustment (MOLE 13) oo. .msseccs «choose cece cc seonshecsbuicsciumnsnis cee (17) - 2 
Other comprehensive income (loss) before income taxeS........... 00sec eee e cece e ec eeeeeee see eeeeeeeeeeens (78) 229 (20) 
Income tax (expense) recovery on other comprehensive income (loss) iteMS ..............cceeeeeeeeeeeees (15) (72) 8 
OTH ETRCOMIOLENENSIVENMGOM CM LOSS) merci terri cette cise cinis stenrat arereinernisinecierels dimutemacisrane «/nainere wane amiee one (93) 157 (12) 
Se ANAT LENCO CMRP RRE tne ky cinry er oF on vies eon tet eede Tae wamknica chnaaleadundwnadsigdh-raneek weampes $ 947 $1,094 $ 739 


See accompanying notes to consolidated financial statements. 
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Consolidated Balance Sheet 


In millions December 31, 2001 2000 
Assets 
Current assets: 
Cash.and cash equivalents...icscacseenves sense ott onmaninlan eebeaatis atlases arent UGG abst aicisie (oni eens $ 53 $ 15 
Accounts receivable (NOt@ 4) ncncnps «occ cwenomeesiacinsac cu: oidaielnels  teehaapie cei nacht er aac Gt oe eee 645 726 
Material and SUpplies.,<..<cscenes ewes ceils ew siicctyn vos bn nals we elie dines Glee iaie sess aiaale ec ae ialense ia eee 133 110 
Deferred income taxes (NOTE UZ)immcc ce -werascneisectinene re cleeieme ee hToneia iter iets ers tare eel ec eee ite tele eee eet eer 153 114 
Ot OE ov scizc <eiveiasess a ecteovs iviovelava’ ¥-avepasllseene ais ol Starenc as avnra lave Usbenas e-cieraCeieral neta Pticelotstor a) eke eto a te ane eax et oleiefokes tet hs folalsis tay Sea eaters ASE tae eanar 180 143 
1,164 1,108 
Properties (Note :5)....<sciccaun evs ole d site nite eae neistenian of ausipatea mista isle alma ie Or ALES te. et eS 19,145 15,638 
Other assets. and deferred charges (NOfE 6) isi. 200% cic weiss nian cnn cunts nico estate ty vnletnelete 2st eater rete 914 568 
Total GSSOLS.« < ccccheccssn avec ocue-aae alpieytie ave evie’s gui aie Goa endts ales oleuels Gites GU nse) SONGIAGIAR aR RRR Cec Te eRe eee TT eee eter $21,223 $17,314 


Liabilities and shareholders’ equity 


Current liabilities: 


Accounts payable and accrued charges (NOL€.8) 00.5 secsc + cwncirm «son sue tfeierse stele stole ctelais aie ee)s eet oeee ese eee 
Current portion of long-term: debt (Note 10) sccc.jc)..ca.04. va alec oe wine ne once eaten aaieietels ite tenia oe cae em ele te eer 


Deferred income taxes (Note 17).... 
Long-term debt (Note 70)........... 
Shareholders’ equity: 

Common shares (Note 17)....... 


Retained earnings ............... 


Total liabilities and shareholders’ equity 


On behalf of the Board: 


David G.A. McLean 
Director 


Other liabilities and deferred credits (Note 9) 


Convertible preferred securities (Note 17) 


Accumulated other comprehensive income (Note 22) 


Paul M. Tellier 
Director 


See accompanying notes to consolidated financial statements. 
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$ 1,374 $ 1,389 
163 434 

132 82 
1,669 1,905 
4,591 3,375 
1,345 1,205 
5,764 3,886 
366 345 
4,442 4,349 
58 151 
2,988 2,098 
7,488 6,598 
$21,223 $17,314 


Consolidated Statement of Changes in Shareholders’ Equity 


Issued and Accumulated 
outstanding other Total 
KN common Common comprehensive Retained shareholders’ 
In millions shares shares income (loss) earnings equity 
BalancesiDOCOmpel sia 99 Open he Pee eo ah Re cae aa 191.8 $4,141 5 6 $ 898 $5,045 
NG INCOM CR me rmeere erie tay eet tn sista nena s sacsbubate - - - ifs 751 
SHahesniSSUCCM NOLEN) eumer tere meme Eterna ee 9.2 404 - - 404 
Stock options exercised and employee share plans (Note 77, 12) 1.4 52 - - 52 
Other comprehensive loss (Note 22) ..........ccceeeceeeeeeesues _ — (12) - (12) 
Pividendsk(SO:60ipenshare)ereenes 1 chet ements corer - - - (118) (118) 
BalancestDecompe4rsile (999 nancy. can ca eet eteiek cae occ cunssves 202.4 4,597 (6) 1,531 6,122 
NGiinGOMeWrmcennenct etre re cc tics Sere te cre turd ee cineiecss - - - 937 937 
Stock options exercised and employee share plans (Note 17, 12) il.22 47 - - 47 
Share repurchase program (Note 11).............ccccceeeeeeeeues (13.0) (295) - (234) (529) 
Other comprehensive income (Note 22)............000cccececeees - - 157 - 157 
Divicends ($0.7 0 per Shale) s.cee-cearnesccensrcnicsenceess races es - _ - (136) (136) 
BalanGe Sy) CCM pers te Z O00 same ere sai oc faciteilasac cere 190.6 4,349 151 2,098 6,598 
Netaincome@beeraanmeee tay cen eter carn yticlecianece vaca cle.caeauls - - ~ 1,040 1,040 
Stoccopuons exercised (NOLO 11, 12). icc .crercscncnsee sence 24 93 - ~ 93 
Other comprehensive loss (Note 22) ............cceececeeneeeenes - - (93) - (93) 
Divitiemus ty) o DOU SNANC) 2. etre ats s pda tia nacietarendyvsiees - - - (150) (150) 
Beene Dalen? Sil: AGO; nacht bongananee ape np anneopneannnes 192.7 $4,442 $ 58 $2,988 $7,488 
See accompanying notes to consolidated financial statements. 
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Consolidated Statement of Cash Flows 


In millions Year ended December 31, 2001 2000 1999 


Operating activities 


Nat INCOMIG <wcco'a deustesccve vcaune'ers be eccarce suet mutUNls cme ehrgtnietee Rtees ee ate ei ace REY tas cen ica eee eres $1,040 $ 937 SS 
Non-cash items in income: 
Depreciation and amortization (Note 18) .........cccceeeeeeeeene tenses nese ene en ene enees ete es 538 533 496 
Deferred income taxes (NOLE'TZ) rigs c secre com osetia ce cetera Rieter ene neat eater elerett 295 312 417 
Gain omsalecof investments: (NOTE 116) se. jcc ese cmrersre setae eteieiet te teteiete ote etetetetekete tele tot=rarcte ener ateeae (101) (84) - 
Write-dowmofinvestments(WOtero: 16) qcenrnteeiee rece esletactet ate eee eee mente terre te eertettt eit 99 - = 
Special charge (NOTE 14) cccinny ne cab ser wlaaecstiveaumeaelsies re xa/maveme Meee) sip stele tte eee eeranswir 98 - - 
O12 an eR ee eon RE Seneca adaradonda abo omC ee mmaccoDUaenne dt c - - (7) 
Changes in: 
Accounts receivable (Note:4) 7 .anocccchntas coves nat arise cit nme rae tem nrecte «eee eee eee Tne 199 80 (157) 
Material and: Supplies: 2 ccccaui it oateviatetaie: ei ning anteneerlaloano Aalame pteeae dee a terre tier eter 11 6 38 
Accounts payable and accrued charges (NOE 8) occ. .ccscescicmiensmet asic ve emer siniataiela eeeteenvenrern (216) a2 63 
Other neticurrent-assets andiliabilitiesie-es. 0 ser ceficaes ctiseean cemerire recat tenes eee eter (27) (36) (27) 
Payments for workforce reductions (NOt (9) si ios decsisye cto gang's s on) msn «ded ee eee ame nan mecaee (169) (189) (219) 
(Ot errno a ee er Bee Ares cere mcr NU op. Jed paamodImd.ioad oacoee (146) (85) (77) 
Casir provided from Operating ACEIVITIOS. igricie xs sin = oo cjmassrsieis ois 510s» ssiebeva inlet nal iach clay oea ate ete tee 1,621 1,506 1,278 


Investing activities 


Netiadditions toyproperties: (Note 8). ccccs-hinoseceeeaerteeteretercrecmereen eter cee tee eee eye (1,058) (1,036) (989) 
Proceeds. from.disposalof properties. .A... «c.maoscaccnmeenetc aanteecens meetmeeaser te eer C eee eee nee 51 65 89 
Acquisition of Wisconsin Central Transportation Corporation (Note 3).........0.csseceesneeeeeeeeens (1,278) = = 
Othiel sertpsnicecsen nee c20% iamede amici eeninne beer ae ee REE RE ene eee eee eee CE CRE eenee 112 (10) 2 
Cash used by investing Activities. ©, «sc satus wets atoms othe te San eh aan cael rae ee Eee (2,173) (981) (898) 
Dividends DatGisses daeiccicic cane siiviendasleareinie tarts Seca mee erie Galak Sere ee aca een ter cee eee (150) (136) (118) 


Financing activities 


issuance. of. fong-tertn debt 22... cgteresaaincs on sek ote dten bucge ma ianaMiyeiceietee cease ee een ee 4,015 860 456 
Issuance of convertible preferred securities (NOt 11) ..........cccccccccceccucceeeeeeseuuaueteeeeers - - 339 
Reduction of long-term debt. tovideatedacen sacec oust va: 1. a me eeiaae coerce oe eeeaies eee ean (3,336) (1,038) (1,508) 
Issuance of Common Shares! (NOITU 1 )s 22. aa ccscassasla a sig ov Seite ae re eee ere 61 28 440 
Repurchase of common’shares:. (Note: 11)).cayrcoiv celcoee treet siete ante ee - (529) = 
Cash provided from (used by) financing activitiesins...1-se sss. a eee ee 740 (679) (273) 
Net increase (decrease) in cash and cash equivalents..........0.ccccccccccececececeucnceeeesucuceanees 38 (290) (11) 
Cash and cash/equivalents, beginning of year. sc. atssaeqiny eae om coeuniee ete eee 15 305 316 
Cash and cash equivalents, end Of years. 0a...a aes eee a eae ee Som03 § 15 $ 305 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


Canadian National Railway Company (CN or the Company), directly and through its subsidiaries, is engaged in the rail transportation business. 
CN spans Canada and mid-America, from the Atlantic and Pacific oceans to the Gulf of Mexico, serving the ports of Vancouver, Prince Rupert, 
B.C., Montreal, Halifax, New Orleans and Mobile, Alabama, and the key cities of Toronto, Buffalo, Chicago, Detroit, Duluth, Minnesota/Superior, 
Wisconsin, Green Bay, Wisconsin, Minneapolis/St. Paul, Memphis, St. Louis and Jackson, Mississippi, with connections to all points in North 
America. CN's revenues are derived from the movement of a diversified and balanced portfolio of goods, including petroleum and chemicals, 
grain and fertilizers, coal, metals and minerals, forest products, intermodal and automotive. 


1 Summary of significant accounting policies 


These consolidated financial statements are expressed in Canadian dollars, 
except where otherwise indicated, and have been prepared in accor- 
dance with accounting principles generally accepted in the United States 
(U.S. GAAP). The preparation of financial statements in conformity with 
generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of revenues 
and expenses during the period, the reported amounts of assets and lia- 
bilities, and the disclosure of contingent assets and liabilities at the date 
of the financial statements. On an ongoing basis, management reviews its 
estimates, including those related to litigation, environmental liabilities, 
casualty claims, depreciation lives, income tax liabilities, pensions and 
post-retirement obligations, based upon currently available information. 
Actual results could differ from these estimates. 


A. Principles of consolidation 

These consolidated financial statements include the accounts of all sub- 
sidiaries, including Wisconsin Central Transportation Corporation (WC) for 
which the Company acquired control and consolidated effective October 9, 
2001. The Company's investments in which it has significant influence are 
accounted for using the equity method of accounting. 


B. Revenues 

Freight revenues are recognized on services performed by the Company, 
based on the percentage of completed service method. Costs associated 
with movements are recognized as the service is performed. 


C. Foreign exchange 

All of the Company's United States (U.S.) operations are classified as self- 
sustaining foreign entities with the U.S. dollar as their functional currency. 
The Company also has equity investments in international affiliates (United 
Kingdom, New Zealand and Australia) with their respective local currencies 
as their functional currencies. Accordingly, the U.S. operations’ assets and 
liabilities and the Company's foreign equity investments are translated 
into Canadian dollars at the rate in effect at the balance sheet date and 
the revenues and expenses are translated at average exchange rates dur- 
ing the year. All adjustments resulting from the translation of the foreign 
operations are recorded in Other comprehensive income (Note 22). 


U.S. GAAP 


The Company has designated all U.S. dollar denominated long-term 
debt of the parent company as a foreign exchange hedge of its net 
investment in U.S. subsidiaries. Unrealized foreign exchange gains and 
losses, from the date of designation, on the translation of the U.S. dollar 
denominated debt are also included in Other comprehensive income. 


D. Cash and cash equivalents 

Cash and cash equivalents include highly liquid investments purchased 
three months or less from maturity and are stated at cost, which approx- 
imates market value. 


E. Accounts receivable 

Accounts receivable are recorded at cost net of the provision for doubt- 
ful accounts. Any gains or losses on the sale of accounts receivable are 
calculated by comparing the carrying amount of the accounts receivable 
sold to the total of the cash proceeds on sale and the fair value of the 
retained interest in such receivables on the date of transfer. Fair values 
are determined on a discounted cash flow basis. Costs related to the sale 
of accounts receivable are recognized in earnings in the period incurred. 


F. Material and supplies 

The inventory is valued at weighted-average cost for ties, rails, fuel and 
new materials in stores, and at estimated utility or sales value for usable 
secondhand, obsolete and scrap materials. 


G. Properties 

Railroad properties are carried at cost less accumulated depreciation 
including asset impairment write-downs. All costs of labor, materials 
and other costs associated with the installation of rail, ties, ballast and 
other track improvements are capitalized to the extent they meet the 
Company's definition of “unit of property.” Included in property addi- 
tions are the costs of developing computer software for internal use. 
Maintenance costs are expensed as incurred. 
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Notes to Consolidated Financial Statements 


1 Summary of significant accounting policies (continued) 


The cost of railroad properties, less net salvage value, retired or 
disposed of in the normal course of business is charged to accumulated 
depreciation, in accordance with the group method of depreciation. 
Losses resulting from significant line sales or abandonments are recog- 
nized upon the announcement of the disposition. Gains are recognized 
when they are realized. The Company reviews the carrying amounts of 
properties whenever events or changes in circumstances indicate that 
such carrying amounts may not be recoverable based on future undis- 
counted cash flows or estimated net realizable value. Assets that are 
deemed impaired as a result of such review are recorded at the lower 
of carrying amount or fair value. 


H. Depreciation 
The cost of properties, net of asset impairment write-downs, is depreci- 
ated on a straight-line basis over their estimated useful lives as follows: 


Asset class Annual rate 
Track. and roadway. vi.ci.ch.ascncasjs stuistalitern steuceialarehcondtacieim oteatae temoR crane rane 2% 
Rolling ystocksyct/cmawieleweeaitiastoe tamer aide lets ae ee aneeeretataeiaerneesrnnea as 3% 
Buildings:and other: acca: sosec orate ocmetatcntncaassceysmnneen taproot aes 4% 


The Company follows the group method of depreciation and as such 
conducts comprehensive depreciation studies generally every three years 
to assess the reasonableness of the lives of properties based upon current 
information, including actual results of prior years. Such a study was con- 
ducted in 2001 for the Company's Canadian properties. The study revealed 
that estimated depreciable lives for certain asset types had increased, and 
therefore, those asset lives have been extended prospectively. The current 
year adjustment resulted in a reduction to depreciation and amortization 
expense of $44 million. 


1. Pensions 
Pension costs are determined using actuarial methods. Pension expense 
is charged to operations and includes: 


(i) the cost of pension benefits provided in exchange for employees’ 
services rendered during the year, 


(ii) the amortization of the initial net transition obligation on a straight- 
line basis over the expected average remaining service life of the 
employee group covered by the plans, 


(iii) the amortization of past service costs and amendments over the 
expected average remaining service life of the employee group 
covered by the plans, and 
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(iv) the interest cost of pension obligations, the return on pension fund 
assets, and the amortization of cumulative unrecognized net actuarial 
gains and losses in excess of 10% of the greater of the projected 
benefit obligation or market-related value of plan assets over the 
expected average remaining service life of the employee group 
covered by the plans. 


The pension plans are funded through contributions determined in 
accordance with the projected unit credit actuarial cost method. 


J. Post-retirement benefits other than pensions 

The Company accrues the cost of post-retirement benefits other than 
pensions. These benefits, which are funded by the Company as they 
become due, include life insurance programs, medical benefits, supple- 
mental pension allowances and free rail travel benefits. 

The Company amortizes the cumulative unrecognized net actuarial 
gains and losses in excess of 10% of the projected benefit obligation 
over the expected average remaining service life of the employee group 
covered by the plans. 


K. Derivative financial instruments 

The Company may use derivative financial instruments from time to time, 
in the management of its fuel, interest rate and foreign currency expo- 
sures. All derivative instruments are recorded on the balance sheet at 
fair value and the changes in fair value are recorded in earnings or Other 
comprehensive income depending on the nature and effectiveness of the 
hedge transaction. Income and expense related to hedged derivative 
financial instruments are recorded in the same category as that gener- 
ated by the underlying asset or liability. 


L. Environmental expenditures 

Environmental expenditures that relate to current operations are expensed 
unless they relate to an improvement to the property. Expenditures that 
relate to an existing condition caused by past operations and which are 
not expected to contribute to current or future operations are expensed. 
Liabilities are recorded when environmental assessments and/or remedial 
efforts are likely, and when the costs, based on a specific plan of action 
in terms of the technology to be used and the extent of the corrective 
action required, can be reasonably estimated. 


M. Income taxes 

The Company follows the asset and liability method for accounting for 
income taxes. Under the asset and liability method, the change in the net 
deferred tax asset or liability is included in income. Deferred tax assets 
and liabilities are measured using enacted tax rates expected to apply to 
taxable income in the years in which temporary differences are expected 
to be recovered or settled. 
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N. Recent accounting pronouncements 

In July. 2001, the Financial Accounting Standards Board (FASB) issued 
Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and 
Other Intangible Assets.” Effective for the Company's fiscal year beginning 
January 1, 2002, the statement changes the accounting for goodwill from 
an amortization method to an impairment-only approach. In addition, this 
statement requires acquired intangible assets to be separately recognized 
if the benefit of the intangible assets are obtained through contractual 
or other legal right, or if the intangible assets can be sold, transferred, 
licensed, rented or exchanged. The Company does not expect SFAS No. 142 
to have a material impact on its financial statements. 

In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset 
Retirement Obligations.” SFAS No. 143 requires the Company to record 
the fair value of an asset retirement obligation as a liability in the period 
in which it incurs a legal obligation associated with the retirement of 
tangible long-lived assets. This statement is effective for the Company's 
fiscal year beginning January 1, 2003. The Company does not expect SFAS 
No. 143 to have a material impact on its financial statements. 

In October 2001, the FASB issued SFAS No. 144, “Accounting for 
the Impairment or Disposal of Long-Lived Assets.” SFAS No. 144 provides 
accounting guidance for long-lived assets to be held and used, to be 
disposed of other than by sale, and to be disposed of by sale. This state- 
ment is effective for the Company's fiscal year beginning January 1, 2002. 
The Company does not expect SFAS No. 144 to have an initial material 
impact on its financial statements upon adoption. 


2 Accounting changes 


The Company has made certain changes in accounting policies to conform 
to new accounting standards and to conform its policies to those generally 
accepted in the railroad industry. 


2001 

On January 1, 2001, the Company adopted SFAS No. 133 “Accounting 
for Derivative Instruments and Hedging Activities,” as amended by 

SFAS No. 138 “Accounting for Certain Derivative Instruments and Certain 
Hedging Activities.” These statements require that all derivative instru- 
ments be recorded on the balance sheet at their fair value. Changes in 
fair value of derivatives are recorded each period in current earnings or 
Other comprehensive income, depending on whether or not a derivative 
is designated as part of a hedge transaction and, if so, the type of hedge 
transaction. The initial adoption of these statements on January 1, 2001 
resulted in the recognition of an unrealized loss of $17 million ($11 million 
after tax) in Other comprehensive income. Of that amount, $8 million 
($5 million after tax) was recognized in earnings during 2001. The adop- 
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tion of these statements did not have a material impact on net income 
for 2001 since prior to its adoption, the Company had already deferred 
and amortized gains and losses in the results of operations over the life 
of the hedged asset or liability or over the term of the derivative financial 
instrument. Income and expense related to the hedged derivative finan- 
cial instruments were recorded in the same category as that generated 
by the underlying asset or liability. 


1999 

The Company changed its capitalization policies for certain expenditures 
relating to improvements of bridges and other structures and freight 
cars. The new policies involve capitalizing all major expenditures for 
work that extends the useful life and/or improves the functionality of 
the respective assets. 

In addition, the Company changed its method of accounting for 
employee injury costs to reflect all elements of such costs (including 
compensation, health care and administration costs) based on actuarially 
developed estimates of the ultimate cost associated with employee injuries. 

The cumulative effect of the capitalization policy changes at January 1, 
1999 was a credit of $62 million (net of applicable income taxes), while 
the cumulative effect of the change in method of accounting for employee 
injury costs was a charge of $57 million (net of applicable income taxes). 
The impact of the accounting policy changes was to increase net income 
for the year ended December 31, 1999 by $12 million. 


3 Acquisition of Wisconsin Central Transportation Corporation 


On January 29, 2001, the Company, through an indirect wholly owned 
subsidiary, and WC entered into a merger agreement (the Merger) pro- 
viding for the acquisition of all of the shares of WC by the Company for 
an acquisition cost of $1,297 million (U.S.$831 million). The Merger was 
approved by the shareholders of WC at a special meeting held on April 4, 
2001. On September 7, 2001, the U.S. Surface Transportation Board (STB) 
rendered a decision, unanimously approving the Company's acquisition 
of WC. On October 9, 2001, the Company completed its acquisition of 
WC and began a phased integration of the companies’ operations. The 
acquisition was financed by debt and cash on hand. 

The Company accounted for the Merger using the purchase method 
of accounting as required by the FASB’s SFAS No. 141 “Business Combi- 
nations.” As such, the Company's consolidated financial statements include 
the assets, liabilities and results of operations of WC as of October 9, 
2001, the date of acquisition. The following table outlines the estimated 
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3 Acquisition of Wisconsin Central Transportation 
Corporation (continued) 


fair values of WC's assets and liabilities acquired at acquisition. The 
impact of the results of the final valuation of WC’s assets and liabilities 
and changes in accounting practices are not expected to have a material 
impact on the results of operations. 


In millions October 9, 2001 


enues, net income, basic and diluted earnings per share would have 
been $6,090 million, $1,090 million, $5.67 per basic share and $5.48 per 
diluted share, respectively for the year ended December 31, 2001 and 
$5,961 million, $971 million, $4.98 per basic share and $4.84 per diluted 
share, respectively for 2000. The pro forma figures do not reflect synergies, 
and accordingly, do not account for any potential increases in operating 
income, any estimated cost savings or facilities consolidation. 


Current aSSOtS 22... inch chougeats sues stieeciou ore bac bte aciaiene oo nenaaaeE eseneteat $ 175 4 Ac countcreeeivanta 

Ga) ot gi ohcten nononeone oot onnen uboancsonpde cebaconstecepne ideooamaphAadecn ane 2,435 

Otherassets and deferred Charges: jq-ccevecsrirsnetieesieterairte slastelslentefelsetaisiaiet 433 In millions December 31, 2001 2000 
Total. assets acquired). 15.2... cusn.anc co unessem ee ae ase nese semruasmeicaias _ 3,043 Freight 

Current liabilities: cicsessacratrattncan tee conte oeomite acaect enue el niietee asi 353 Wade wssicinte asiaiaiuiys bees strate arte ane eo he Sonatas eee nee $309 $470 

Deferred) income taxesien;s. «2 pomacosaeaciatdaraneenaeeae cate eee e Reem sce teers 743 ACCIUG, wincnaracianeinniwimaline acne hwar Be teneewenes heen daeemerae 119 81 

Other liabilities and deferred credits .............ccc essence eee e sree ene eeeee res 178 «= Non=freightis.sadsandecomenitinaectista ate aaah easter eee eeiceease 298 238 

Long-termidebt esa. fa agoet wroctiine.ctyetcacler iar ates ieee teeta soe erG heroes eaten 472 726 7389 
Total liabilities assumed! jansnas ccwnsronelee seme deseo ete ae eee cease 1740' ‘Provision:foridoubtfullaccounts masses asso ee cereereeere rarer (81) (63) 

Netassets-acqliired ):.2h.2 tuere areas tees timciees ote eRe ne eRe ence $1,297 $645 $726 


The Consolidated Statement of Income for the year ended 
December 31, 2001 included $129 million of revenues, $43 million 
of operating income and $11 million of other income from WC. The 
acquisition of WC contributed $17 million ($0.09 per basic share or 
$0.08 per diluted share) to the Company’s net income. 

If the Company had acquired WC on January 1, 2000, based on the 
historical amounts reported by WC, net of the amortization of the differ- 
ence between the Company's cost to acquire WC and the net assets of 
WC (based on preliminary estimates of the fair values of WC’s properties 
and equipment, and estimates of their remaining useful lives, as well 
as estimates of the fair values of other WC assets and liabilities), rev- 


5 Properties 


In millions 


December 31, 2001 


The Company has a five-year revolving agreement, expiring in 2003, 
to sell eligible freight trade receivables up to a maximum of $350 million 
of receivables outstanding at any point in time. At December 31, 2001, 
pursuant to the agreement, $168 million and U.S.$113 million (Cdn$179 
million) had been sold on a limited recourse basis compared to $147 mil- 
lion and U.S.$40 million (Cdn$61 million) at December 31, 2000. The 
Company has retained the responsibility for servicing, administering and 
collecting freight trade receivables sold. Other income included $10 mil- 
lion in each of 2001 and 2000 for costs related to the agreement, which 
fluctuate with changes in prevailing interest rates. 

No servicing asset or liability has been recorded because the costs 
of servicing are compensated by the benefits of the agreement. 


December 31, 2000 


Accumulated 


Accumulated 


rate fen. Cost depreciation Net Cost depreciation Net 
Trackroadway-andilandieses eee see eee nee eee $21,582 $6,230 $15,352 $18,217 $5,963 $12,254 
Rolling stock Pct Meee actin ee ee ee 3,913 1,456 2,457 3,599 1,323 2,276 
Buildingsahidiothenise, saasyey.. camo ceeet ee ennc. cae 2,656 1,320 1,336 2,309 1,201 1,108 
$28,151 $9,006 $19,145 $24,125 $8,487 $15,638 

Capital leases included in properties ...........0.0s0s0e0e. $ 1,249 $ 209 $ 1,040 As Pa bo}s) $ 162 $ 993 
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6 Other assets and deferred charges 


In millions 


December 31, 2001 2000 

HIVESEMEMtsu (Ayman einen tate tie aici ere arsiisiercisinidinaie oe is Beemer $496 $269 
Prepaid benetincost (NOTE 13)! sss «vec .painanciacicasualciny aceaweaeents 251 166 
Beterrediteceivablesusnmrenncs rns wo rcaauiienoseecliosen hopzadeutcawins 108 73 
Wmamortized:debtisSueicOSts: seimece sommes new sejor waite <s.csivisienitowien 54 49 
Othe eee eer MeO ACER cic encaseacncaud oem envedoaeasunie 5 11 
$914 $568 


A. Investments 

Investment in English Welsh and Scottish Railway (EWS) 

Through its acquisition of WC, the Company acquired 40.9% of EWS, a 
company which provides most of the rail freight services in Great Britain, 
operates freight trains through the English Channel tunnel and carries 
mail for the Royal Mail. The Company accounts for its investment in EWS 
using the equity method of accounting. The fair value of the investment 
in EWS was preliminarily determined based on a multiple of EWS earn- 
ings. At December 31, 2001, based upon this preliminary valuation, the 
carrying value of the investment was in excess of the Company's share 
of EWS’ net assets. 


Investment in Tranz Rail Holdings Limited (Tranz Rail) and 

Australian Transport Network Limited (ATN) 

Through its acquisition of WC, the Company acquired 23.7% of Tranz Rail, 
a publicly traded company which operates a 2,400-route mile freight and 
passenger rail business in New Zealand and 33% of ATN, a company 
which provides substantially all commercial rail freight service in Tasmania 
operating a 555-route mile rail system. Tranz Rail owns another 27% of 
ATN. The Company accounts for both investments as “available for sale” 
in accordance with the FASB’s Emerging Issues Task Force (EITF) 87-11, 
“Allocation of Purchase Price to Assets to be Sold” because its intent is 
to sell the investments within one year. As a result, the income or loss 
from the investments and any interest expense on debt incurred during 
the holding period to finance the purchase are allocated to the purchase 
price of the investments. At the time of sale, any difference between the 
carrying amount of the investments and the proceeds from the sale will 
result in a reallocation of the purchase price of WC. The fair value of the 
investment in Tranz Rail was preliminarily determined based on its market 
capitalization and that of ATN, based on a multiple of ATN earnings. The 
Company's equity in net income and interest expense related to Tranz 
Rail and ATN for the period between October 9 and December 31, 2001, 
allocated to the purchase price of the investments was not significant. 
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Investment in 360networks Inc. 

In June 2001, the Company recorded a charge of $99 million, $71 million 
after tax, to write down 100% of its net investment in 360networks Inc. 
Subsequently, the Company sold all of the shares of its investee. In 2000, 
the Company had recorded a gain of $84 million, $58 million after tax, 
related to the exchange of its minority equity investments in certain joint 
venture companies for 11.4 million shares of 360networks Inc. Prior to 
the write-down, the Company accounted for its investment in 360net- 
works Inc. in accordance with the FASB’s SFAS No. 115, “Accounting for 
Certain Investments in Debt and Equity Securities.” The shares held were 
classified as “available-for-sale securities” whereby the investment was 
carried at market value on the balance sheet ($216 million at December 31, 
2000) and the change in the value of the investment was recorded in 
Other comprehensive income as an unrealized holding gain. As a result 
of the write-down, the Company eliminated all marked-to-market adjust- 
ments related to its investment in 360networks Inc., previously recorded 
in Other comprehensive income. 


7 credit facilities 


The Company has U.S.$1,000 million five-year revolving credit facilities 
which expire in March 2003. The credit facilities provide for interest on 
borrowings at various interest rates including the Canadian prime rate, 
bankers’ acceptance rates, the U.S. federal funds effective rate and the 
London Interbank Offer Rate plus applicable margins. The credit facility 
agreements contain customary financial covenants, based on U.S. GAAP, 
including i) limitations on debt as a percentage of total capitalization, 

ii) maintenance of tangible net worth above predefined levels, and 

iii) maintenance of the fixed charge coverage ratio above predefined levels. 
The Company was in compliance with all of these financial covenants 
throughout the year. The Company's commercial paper program is 
backed by a portion of its revolving credit facility. As at December 31, 
2001, the Company had outstanding commercial paper of U.S.$213 million 
(Cdn$339 million) ($77 million as at December 31, 2000) and borrowings 
of U.S.$172 million (Cdn$273 million) under its revolving credit facilities. 
During 2000, the Company did not draw on the credit facilities. Interest 
rates on the borrowings under the revolving credit facilities at December 31, 
2001 range from 2.15% to 2.73%. 
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8 Accounts payable and accrued charges 


In millions December 31, 2001 2000 
TLE RAEN G11 eeatondek: cacopedbeenchor arnonctocuapanedooohiaoesdot.c $ 385 $ 403 
Payroll-related accruals ..........ccsssereeseeeeesceeeeeeeenserees 218 194 
Current portion of workforce reduction provisions .........-+.++.. 151 137 
Accrued interest on long-term debt ..........:sssceeeeseeeeeneeees 141 126 
Income:and other taxesiy.. ca cccesescansaseniercatietieaeriecirne atta 236 244 
Aecrueds charges: aren seontiestentitencciesr erases inate seats rare ole steretaterte ee 131 187 
Accruedioperating) |@aSesig sem cman teladercreiaiclel ciety ee ermine rtela=r 19 31 
(0111s eee ar et heer h fesacane tor meecrocic ommeacraukbanquoncdoccr 5 93 67 
$1,374 $1,389 

9 Other liabilities and deferred credits 
In millions December 31, 2001 2000 
Personal injury and other claims ............0csseeseeeeeceneeeeees $ 379 $ 373 
Workforce reduction provisions, 

hetiof-clifrent'!portionu(A)). sacc.csstieosaceoeeen ene e ener 340 376 
Accrual for post-retirement benefits 

other thampensions (B) vcwacemstntrcaccnteeet er eeeeeery: het 258 231 
Environmental reserve, net of current portion ................00005 73 64 
Deferred creaits‘and otherca.ncc asses soe anmemeneriancsen trys 295 161 

$1,345 $1,205 


A. Workforce reduction provisions 

The workforce reduction provisions, which cover employees in both Canada 
and the United States, are mainly comprised of severance payments, the 
majority of which will be disbursed within the next five years. Other elements 
of the provisions mainly include early retirement incentives and bridging 
to early retirement. Payments for severance and other elements of the 
provisions have reduced the provisions by $169 million for the year ended 
December 31, 2001 ($189 million for the year ended December 31, 2000). 
The aggregate provisions amount to $491 million at December 31, 2001. 
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B. Post-retirement benefits other than pensions 


(i) Change in benefit obligation 


In millions Year ended December 31, 2001 2000 
Benefit obligation at beginning of year...............0ccseeeeren sees $242 $230 
ENCH Tet Siacaontensbone sqodeac sare dain onnérinénoaccooonenaodacon 25 - 
Actuarial lOSSi ss.cjc.naciaeinns no wietere sete orate stl ermearn aracis oto oat eteiaee 20 3 
IMt@reSE COST a a:saresa:s/areeeroveiare a oteratersintoressin nlncnincela ROME ints Giereinlele oloIsteveroTaIsTS 19 15 
SEIVICE COST RAS eoxactuisrssiniciere wists ache noummtinn stn eheee RelDeoeeetenes 11 8 
Foreign: currency chanGeSim.. ac osccc eee ener are eaters Cerne 6 3 
Transter from other plansicye rt cence cecencreterertastele sitctelslelscteie resents 5 - 
Benefits paid. ... ..2crgaeiteahaeractereatocatjalstetoameyerelainaetsl memes aetiatetey (19) (17) 
Benefit obligation at end Of Year ....... ccc cece ence ence tence eneees $309 $242 
(ii) Funded status 
In millions December 31, 2001 2000 
Unfunded benefit obligation at end of year ................0ee eee $309 $242 
Unrecognized net actuantal lossty-pqjecrernstele eee ee eee ester (26) (8) 
Unrecognized prior Service COSt... seem emiae tamed seiatelaenc eee et (25) (3) 
Accrued benefit cost for post-retirement benefits 

other than PENSIONS Race. cneaesere sake te te es eho nee eee $258 $231 
(iii) Components of net periodic benefit cost 
In millions Year ended December 31, 2001 2000 1999 
Interest cost. :..cccscetoecenn sce enese- eee ote earner $19 $15 $15 
SQIVICE COSTs: cts ooeeewemn deen amp moderne coianenian te 11 8 8 
Amortization of prior service COSt.............00eeee eee 3 1 1 
Recognized net actuarial loss ............eccse eens eee 2 1 2 
Net periodic benefit COSt ........0.csceenee neces ene eens $35 $25 $26 
(iv) Weighted-average assumptions 

December 31, 2001 2000 1999 

Discount rates seek. aca kcnee connecter skin eeem ete 6.97% 6.95% 7.39% 
Rate of compensation increase...........0eeeeeeee ene 4.00% 4.25% 4.25% 


For measurement purposes, increases in the per capita cost of cov- 
ered health care benefits were assumed to be 8% for 2002 and 6% for 
2001. It is assumed the rate will decrease gradually to an ultimate rate 
of 6% for 2004 and remain at that level thereafter. 

A one-percentage-point change in the health care trend rate would 
not cause a material change in the Company's net periodic benefit cost 
nor the post-retirement benefit obligation. 
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10 Long-term debt 


Currency 
ne in which December 31, 
In millions Maturity payable 2001 2000 
Bonds, debentures and notes: (A) 
Canadian National series: 

Seon Vea tnO LOS parr rata rte piuen carey acess euativercistonsfaciet vie su slucionaemtieauenacs artedoa bar wotsdeesteties May 21, 2001 Cdn$ $ - $ 150 

Gre y/ommm O-VeatanOtesieetenn tcmictare meets deme tes ciciie oeloitese is eienele sieayeit on wade Asie wie slctemeene omeneens May 15, 2003 U.S.$ 239 225 

7% NO=VeaTRnOtesmmenrrerty asec ener ee ence camarcicareren ac cxts ms aba wesc dls stsalacicoisiomeciaiarsnrsen Mad Sey Mar. 15, 2004 U.S.$ 422 398 

Gra 5 PomPuttable Resetsecuritiess(RURS)#(B) maensemasmmceeen tenon Ganeee te mitmerine sues « <diceri eceelesemnit ae July 15, 2006 U.S.$ 398 375 

GE “OSVCRTTOMES YG. cLoonaaaompevoste cee cod COMBOS COOMCEE One anaRET SES ten cee eee eee ae Oct. 15, 2011 U.S.$ 636 - 

680 come7 O-Vearan 0 teS7( G) aeeicae yee RCE aac icast fe tise ye SE RE ae Bae ccs ats July 15, 2018 U.S.$ 318 300 

THR GOS CIESES ap on conde Stas snOr ade coe ROOT Oem yn O ES ammo Rae ner Ren et ane ti ant eh A May 15, 2023 U.S.$ 239 225 

Gr US amSUAVEAINOLeSH( C) scree. Ciasisnem cise rect aes elena et Sates tesatcic ic cual aie bia TR Buimtaia ees sui dion see Game es July 15, 2028 U.S.$ 755 712 

Meh ommes O-Veate CG DeNtUesn( Cy ir tscrterten cits ca caetsin eis einsreiears (elas aja nierselp neioie.ciaiealoticensinsslanasien olatan nee vache Oct. 15, 2031 U.S.$ 318 = 
Illinois Central series: 

ial 2a CMe =V Cal NOLS tem hermes: Seats retail ct-enilectheh sicitisr.gacieac nea scoeleesas aaa eeanemaen easton toe Aug. 2, 2001 U.S.$ = 75 

Gx72 Vom -VeaNiMOLeSe a tasranaceldaee te eras noe hietisanaie muiseivsiers denise vee sna dae Ramjesie ee nas aaaade cealoe bees One Aug. 14, 2001 U.S.$ - 75 

Ar ome O-VEAGNOLES sy ete nti cteteietepicette ine tata ecoltalctsjdaetsisiecteieayys aye waive biee-s alaseciem sine aeeolg Selous eeey May 15, 2003 U.S.$ 159 150 

eam ON CAM NOteSt ar scetate ene Re eerie alee vein eit aisbls aleiran i uate wneidajasele(e ns s'«siaeieterniecieinstann May 1, 2005 U.S.$ 159 150 

GLB ore | 2a Va lig MOL CSukceter ee La Seat ter REET I SNe oer aan ols revichlaCd Hepa loesse winasbsaapeg dls waa bin evga acemcelevead July 12, 2007 U.S.$ 80 75 

G13 Vom O-VER IA MOLES are camiinicte st yet sce MPa decorate a5 (oo ey echo ress ee ia cel stareleBia, sje aajyieinsie.oid sfussiawtale ee owe June 9, 2008 U.S.$ 32 30 

GMO O-V CalpHICOMe CEDGMLUNCS etecrejaccmamaeemrietn sss s/a1s]aprece stein ax ve ecole averccauibinacaleced dete eateleetnlea aie Dec. 1, 2056 U.S.$ 12 12 

Heat Jom lOOLV@at ADEM TUES svecrsemnretseractet eisteretsercieetevcist ate sie vive Broce wn stejachersw aces celavelain aie iocuiby. en atemie Saleloalerntlat Sep. 15, 2096 U.S.$ 199 187 
Wisconsin Central series: 

Gia ofa OVEANIOULSS memeretee oer rte reece iefeciare efaiieisve ctre/scerarears wr ree eaten lets piers eareie etsnere aeisle waitin ticiersaeracnrian April 15, 2008 U.S.$ 239 - 
REAL DONG STOCDENILIES AON OLO SMe me eee at aleiete scteralest tere ola riecoieteis Shaschh alanlate aise ae adios ns ssnjaiceasle ajaia mapa ataatace aeocndla 4,205 3,139 
Other: 

REVOIVINIGICECItAGIICESs(NOTEIA) mommciactni se exaeericiswwe aisen mecsittarlnde» scoheites evshieoamaiiaglenlvelnwe nines U.S.$ 273 - 

Gommerctallipapern( Di (NOL) Re maser gacmiaaetete aik.- ctertath ac ciate elk ansettieausic stele ale hata Mibtenis sis die wiciealticee'eisiei.ns Various 339 Mh 

Capital lease obligations, amounts owing under equipment agreements and other (E) .............0.0000. Various 1,125 1,117 
TOTAL OU Clee ERR Ms Te cee eT sao raslc eal ctelsie eovvalelet basis olsephe:cGincleieirnin camlaisiainete ainsioaseianies 1,737 1,194 
SUCCES adbouctoncdatonodaooneunbahde dan OR hanitm aasno Aa SORE ae arene WRRGROO cack Caen eee ane Tae erie 5,942 4,333 
Less: 

GUITENE DOOM TOON statin Ce Dtueryetefrt tern eerteten sola everseicrerrs <tetrevecranabeetewistele wielefelste weislocaisvetleielois cinciessinvele 163 434 

NGEUMAIMOREIZEC (CISCO Gee mmnrenrieys cis crcrercleracetsecisyceh cra rarross ate s oineIetseeieravacararevavel stn weve aistale ny Gincesaieleiclo siejeie elelauveisiovete 15 13 

178 447 
$5,764 $3,886 


A. The Company's bonds, debentures and notes are unsecured. 


B. The PURS contain imbedded simultaneous put and call options at par. 
At the time of issuance, the Company sold the option to call the securi- 
ties on July 15, 2006 (the reset date). If the call option is exercised, the 
imbedded put option is automatically triggered, resulting in the redemp- 
tion of the original PURS. The call option holder will then have the right 
to remarket the securities at a new coupon rate for an additional 30-year 
term ending July 15, 2036. The new coupon rate will be determined accord- 
ing to a pre-set mechanism based on market conditions then prevailing. 
If the call option is not exercised, the put option is deemed to have been 
exercised, resulting in the redemption of the PURS on July 15, 2006. 


U.S. GAAP 


AAR ERT NET RST NT 


C. These debt securities are redeemable, in whole or in part, at the 
option of the Company, at any time, at the greater of par and a formula 
price based on interest rates prevailing at the time of redemption. 


D. The Company has a commercial paper program which is backed by a 
portion of its revolving credit facility, that enables it to issue commercial 
paper up to a maximum aggregate principal amount of $600 million or 
the U.S. dollar equivalent. Commercial paper debt is due within one year 
but has been classified as long-term debt, reflecting the Company's intent 
and contractual ability to refinance the short-term borrowing through 
subsequent issuances of commercial paper or drawing down on the revolv- 
ing credit facility. Interest rates on commercial paper at December 31, 
2001 range from approximately 1.93% to 2.6%. 
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10 Long-term debt (continued) 


E. Interest rates for the capital leases range from approximately 3.14% 
to 14.6% with maturity dates in the years 2002 through 2025. The imputed 
interest on these leases amounted to $545 million as at December 31, 
2001, and $559 million as at December 31, 2000. 

The equipment agreements are payable by monthly or semi-annual 
installments over various periods to 2007 at interest rates ranging from 
6% to 9.7%. The principal amounts are payable as follows: $17 million and 
U.S.$1 million (Cdn$2 million) as at December 31, 2001, and $26 million 
and U.S.$1 million (Cdn$2 million) as at December 31, 2000. The capital 
leases, equipment agreements, and other obligations are secured by prop- 
erties with a net carrying amount of $1,108 million as at December 31, 
2001 and $1,068 million as at December 31, 2000. 

During 2001, the Company recorded $91 million in assets it acquired 
through the exercise of purchase options on existing leases and leases 
for new equipment ($149 million in 2000). An equivalent amount was 
recorded in debt. 


F. Long-term debt maturities for the following fiscal years, including 
repurchase arrangements and capital lease repayments on debt outstand- 
ing as at December 31, 2001 but excluding repayments of commercial 
paper and revolving credit facilities of $339 million and $273 million, 
respectively, are as follows: 


Year In millions Amount 
7 AU DEE Ee een RCAC AS ee cp e sere sono paccdappedapantadgassontodsadenes $ 163 
PAU eee CORT eee ean One Gan Ge Gn SCUnA sion doses eursctedcaae 543 
71) (0). Se oe Seen ertere Mista Por nce ioc mata arione Mr OdUet Sap ASARRScnabe aa ana 547 
ZOOD sree siyceie sae are o1eca teisiare Mle atareatom ees oe meee ake ole The IMATE Tree aoe 229 
ZOO Gi Frnsccuran sinics cic ee vara erate oom Ga eT EEE eee 432 


G. The aggregate amount of debt payable in U.S. currency as at 
December 31, 2001 is U.S.$3,334 million (Cdn$5,302 million) and 
U.S.$2,290 million (Cdn$3,434 million) as at December 31, 2000. 


11 Capital stock and convertible preferred securities 


A. Authorized capital stock 

The authorized capital stock of the Company is as follows: 

¢ Unlimited number of Common Shares, without par value 

* Unlimited number of Class A Preferred Shares, without par value 
issuable in series 


¢ Unlimited number of Class B Preferred Shares, without par value 
issuable in series 
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B. Issued and outstanding common shares 
During 2001, the Company issued 2.1 million shares (1.2 million shares 
in 2000 and 1.4 million shares in 1999) related to stock options exer- 
cised. The total number of common shares issued and outstanding was 
192.7 million as at December 31, 2001. 

In 1999, the Company issued 9.2 million common shares as a result 
of a public offering. 


C. Convertible preferred securities 

In 1999, the Company issued 4.6 million convertible preferred securities 
at U.S.$50 per security. These securities bear interest, payable quarterly 
in U.S. dollars, at a rate of 5.25% per year, and are due on June 30, 2029. 
These securities are subordinated securities convertible into common 
shares of CN at the option of the holder at an original conversion price 
of U.S.$38.48 per common share, representing an original conversion rate 
of 1.2995 common shares for each convertible preferred security. On or 
after July 1, 2002, at the option of CN but subject to certain conditions, 
the holders’ rights to convert these securities may be extinguished if the 
current market price exceeds 120% of the conversion price for a certain 
period. If these conditions are met, CN may terminate the conversion 
rights by giving holders at least 30 days’ prior written notice to convert 
their convertible preferred securities into common shares. If, at closing 
of the conversion termination date the current market price exceeds the 
conversion price, all holders shall be deemed to have converted, except 
to the extent the Trustee has been otherwise instructed by any holder. 


D. Stock split 

On July 20, 1999, the Board of Directors of the Company approved a 
two-for-one common stock split which was effected in the form of a 
stock dividend of one additional common share of CN common stock 
payable for each share outstanding or held in treasury on September 27, 
1999 to shareholders of record on September 23, 1999. All equity based 
benefit plans reflect the issuance of additional shares or options due to 
the declaration of the stock split. All shares and per share data reflect 
the effect of the stock split. 


E. Share repurchase programs 

On January 23, 2001, the Board of Directors of the Company approved 

a share repurchase program which allowed for the repurchase of up to 
10 million common shares between January 31, 2001 and January 30, 
2002 pursuant to a normal course issuer bid, at prevailing market prices. 
At December 31, 2001, the Company had not repurchased any common 
shares under the share repurchase program. 

In 2000, the Board of Directors of the Company approved a share 
repurchase program which allowed for the repurchase of up to 13 million 
common shares of the Company's common stock pursuant to a normal 
course issuer bid, at prevailing market prices. During 2000, $529 million 
was used to repurchase 13 million common shares at an average price 
of $40.70 per share. 
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12 Stock plans 


A. Employee share plan 

The Company has an Employee Share Investment Plan (ESIP) giving eligi- 
ble employees the opportunity to subscribe for up to 6% of their gross 
salaries to purchase shares of the Company's common stock on the open 
market and to have the Company invest, on the employee's behalf, a 
further 35% of the amount invested by the employee. Participation at 
December 31, 2001 was 9,432 employees (7,916 at December 31, 2000). 
The total number of ESIP shares purchased on behalf of employees, 
including the Company's contributions, was 516,726 in 2001 and 
637,531 in 2000, resulting in a pre-tax charge to income of $8 million, 
$6 million and $5 million for the years ended December 31, 2001, 2000 
and 1999, respectively. 


B. Mid-term incentive share unit plan 

The Company has a share unit plan, which was approved by the Board 
of Directors in 2001, for designated senior management employees enti- 
tling them to receive payout on June 30, 2004 of a combination of com- 
mon stock of the Company, as to fifty percent, and cash value, as to the 
remaining fifty percent. 

The share units vest conditionally upon the attainment of targets 
relating to the Company's share price during the six-month period end- 
ing June 30, 2004. Due to the nature of the vesting conditions, no com- 
pensation expense was recognized for 2001. The total number of share 
units outstanding at December 31, 2001 was 421,500. At December 31, 
2001, an additional 43,500 share units remained authorized for future 
issuances under this plan. 


C. Stock options 

The Company has stock option plans for eligible employees to acquire 
common shares of the Company upon vesting at a price equal to the 
market value of the common shares at the date of granting. The options 
are exercisable during a period not to exceed 10 years. The right to 


exercise options generally accrues over a period of four years of continu- 
ous employment. Options are not generally exercisable during the first 
12 months after the date of grant. At December 31, 2001, an additional 
5.5 million common shares remained authorized for future issuances 
under these plans. 

Options issued by the Company include conventional options, which 
vest over a period of time, and performance options, which vest upon the 
attainment of Company targets relating to the operating ratio and unlev- 
ered return on investment. The total conventional and performance 
options outstanding at December 31, 2001 were 7.5 million and 2.4 mil- 
lion, respectively. 

Changes in the Company's stock options are as follows: 


Number 
of options 


Weighted-average 
exercise price 


In millions 


Outstanding at December 31, 1998 ")...............0.000e 71 $ 29.11 
Granted: pctrwadecrmase ton nacmtercriontaae seca abinetabyes 3.0 $ 45.46 
Canceled) air en cer piccecermanmraniercresacmnnchyine Sataeaen ase (0.4) § 34.51 
EXOrGISeUunranphamen siitiarcn iter orem Rercer enter (1.4) $ 25.43 
Outstanding at December 31,1999 ".............cc0e eee 8.3 $ 34.88 
Granted se tramtect 235 -c ae iiens noMen connec ened nee 2.2 $ 35.33 
Canceled):i. is, i autanigtnt cuateemamastisiea seit aren acmneal (0.4) $ 36.23 
EX@NCISC Cee qeee treatises eeeerec tis cas cee iariias ee (1.2) $ 22.19 
Outstanding at December 31, 2000")...............ce ene 8.9 $ 34.95 
GonVersion Of W GO ptions cece tes ctetesmaraiterciaisoietsn sient 1.0 $ 58.63 
GrantedienasternncrGcseatn waite ts cm cavacaerneciiaies sare 2.4 $ 50.65 
Gariceledtrarccosmtan/arirauake teeacctcess anna acer (0.3) $ 46.01 
EXGrGis@d errr cerscn cece wtmumy re meer nein Srsltaerars or (2.1) $ 30.43 
Outstanding at December 31, 2001 0... cece cee e ees 9.9 $43.62 


(1) Includes IC converted stock options translated to Canadian dollars using the 
foreign exchange rate in effect at the balance sheet date. 


(2) Includes WC converted stock options translated to Canadian dollars using the 
foreign exchange rate in effect at the balance sheet date. 


Stock options outstanding and exercisable as at December 31, 2001 were as follows: 


Options outstanding 


Options exercisable 


Weighted- Weighted- Weighted- 

average average average 

Number years to exercise Number exercise 

Range of exercise prices of options expiration price of options price 
In millions In millions 

Sr Ob 2 Sey Zann cRy MIRO EM tote storeieteic erate oieits Uicarielmeatte nian nisnrniele 3 Grain wiejaws 0.3 3 $ 17.90 0.3 $ 17.90 

(WIE WAUSAEBY(G)D ti 5. dng nti4a Noe Oe ORE ae Re DOUG (onc SRS ai by as fane. or Gace oa 2.5 7 $ 33.37 1.4 $ 31.14 

SON Ox 4 O14 5 MER O ere Re seeircries scene wars taniniisawenie stevia nintnaenes 4.1 6 $ 44.38 2.7 $ 44.47 

SOU 5 OO Laren Ine mer ercrmcntriote eanercinn oictantinindcuidorisonecmneiiersied aauienis« 2.8 9 $51.66 0.3 $ 55.61 

CADIS ITALETLONTE) otis ndvie culate dunitiire erate doeneuten teadite throne Ecce ON DO OGE Coe CcTenE 0.2 6 $ 94.47 0.1 $ 94.47 

Bet ACCRA OR CENIDETIIN A LOO TEI Mayet a ere eticae carci hevetieleetsiciia Soiairsties aeinstesTers oils» 9.9 7 $43.62 4.5 $41.86 


(1) Includes IC and WC converted stock options translated to Canadian dollars using the foreign exchange rate in effect at the balance sheet date. 
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12 Stock plans (continued) 


D. Stock-based compensation expense 

Compensation expense for certain performance-based stock-option awards 
under these plans is determined by the options’ intrinsic value in accor- 
dance with Accounting Principles Board Opinion (APB) 25, “Accounting for 
Stock Issued to Employees,” and related interpretations. Compensation 
expense recognized for stock-based awards was $19 million, $3 million 
and $7 million in 2001, 2000 and 1999, respectively. Had compensation 
expense been determined based upon fair values at the date of grant for 
awards under all plans, consistent with the methods of SFAS No. 123, 
“Accounting for Stock-Based Compensation,” the Company's pro forma 
net income and earnings per share would have been as follows: 


Year ended December 31, 2001 2000 1999 
Net income (ij millions\eeeeeeaemescen ceeneeconrnee $1,031 $917 $ 740 
Basiciearnings pershale) a. qases-csdeces acumen onnenne $ 5.37 $4.70 $3.75 
Diluted earnings per share ...........00cceceeee eee $ 5.19 $4.58 $3.68 


These pro forma amounts include compensation cost as calculated using 
the Black-Scholes option-pricing model with the following assumptions: 


applicable from the first day of employment. Indexation of pensions is 
provided after retirement through a gain (loss) sharing mechanism, subject 
to guaranteed minimum increases. An independent trust company is the 
Trustee of the Canadian National Railways Pension Trust Funds (CN Pension 
Trust Funds). As Trustee, the trust company performs certain duties which 
include holding legal title to the assets of the CN Pension Trust Funds 
and ensuring that the Company, as Administrator, complies with the pro- 
visions of the Pension Plan and the related legislation. 


Funding policy 

Employee contributions to the Pension Plan are determined by the plan 
rules. Company contributions are in accordance with the requirements 

of the Government of Canada legislation, The Pension Benefits Standards 
Act, 1985, and are determined by actuarial valuations conducted at 

least on a triennial basis. These valuations are made in accordance with 
legislative requirements and with the recommendations of the Canadian 
Institute of Actuaries for the valuation of pension plans. 


Description of fund assets 
The assets of the Pension Plan are accounted for separately in the CN 
Pension Trust Funds and consist of cash and short-term investments, 


Year ended December 31, 2001 2000 1999 bonds, mortgages, Canadian and foreign equities, real estate, and oil 

Expected option life (years) ...........ccceeeeeeeenee ees 7.0 7.0 7.0 and gas assets. 

Risk-free interest late Sprang oF rete sae i 5.36% 5.38% 6.64% (a) Change in henent obligation 

Expected stock price volatility .............ccceeeeeee ee 30% 30% 30% 

Average dividend per share ........c...cceceeeeveeeees $ 0.78 $ 0.70 $ 0.60 In millions Year ended December 31, 2001 2000 
Benefit obligation at beginning of year.................00ee eee $10,855 $ 9,935 

Year ended December 31, 2001 2000 1999. - ‘Iinterest costs. iaghisl omar eases ane ee 701 690 

Weighted average fair value of options ................ $13.79 $12.54 $18.93: Actuarial loss: cx ice eseacewtecen ae arr ce eaneC eee eee ore 94 730 
SEIVICE COST, fac wis sttacmh teen nrateer ee elacutn catcceacence elas te eran 92 70 
Plangpanticipantss= contruction Saermeeereteee eeeee re acter ese eee 73 74 

1 3 Pensions FOreignicutrency (cha NQeSar emcee eter saeer eee nee Serer eek 6 3 
Benefit payments and! transfers: ccs se's onsen acraeeieel (665) (647) 

The Company has retirement benefit plans under which substantially all Benefit obligation at end of year ..........ccccsscseceeeveeveeees $11,156 $10,855 

employees are entitled to benefits at retirement age, generally based on 

compensation and length of service and/or contributions. The tables that —_(b) Change in plan assets 

follow pertain to all such plans. However, the following descriptions relate no 

solely to the Company's main pension plan, the CN Pension Plan (the ce le eae el cas RIE BN oe 

Pension Plan). The Company's other pension plans are not significant. Fair value of plan assets at beginning of year...............e00 $12,455 $11,768 
Employercontributionsi .seseeeertucmetereee arnGeeeeetene teres 69 59 

Description of plan PlanypanticipantsmcantribUticnsaeeeeeeaeeereek eR eeteee eee rtete 73 74 

The Pension Plan is a contributory defined benefit pension plan that covers Foreign currency changes .........:0.0ceseeseeeesetteeeerenees 6 3 

substantially all CN employees. It provides for pensions based mainly on PNET OLN SMVEGSES. 6c cgananononecanenonanoscocoummacns (175) 1,198 

years of service and final average pensionable earnings and is generally Benefit payments 29d as eS scons aces sae aetna at ee) oe 
Fair value of plan assets at end Of Year .........0ceceeeeceeneees $11,763 $12,455 
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(c) Funded status 


In millions 


1 5 Interest expense 


December 31, 2001 2000 = In millions Year ended December 31, 2001 2000 1999 

Excess of fair value of plan assets over Interest on long-term debt. .......0: es. eeeres see oee: $329 $322 $319 

benefit obligation at end of year” ............cc.cc ccc eee eee ee $ 607 5 COOMEE ntcrestiin coment (2) (11) 5) 
Uniecognized netactuartall Qaim senecacteceens-mececka-ci.n nec. (537) (1,652) 

: ve nae $327 $311 $314 
Unrecognized net transition obligation .................c.eeeee ee 39 59 a 
UnrecognizediprlOomServiGelGOSt: jr aecmlam shred air wolerae srs ncyste 133 153 Cash interest payMents..........0...seseeeeeeeeees $322 $315 $311 
Nek amolint KeCOgnizedprpe mene rissist sisae civ nseeuta> seston: $ 242 $ 160 
(1) Subject to future reduction for gain sharing under the terms of the plan. 1 6 Other income 

: . ; In millions Year ended December 31, 2001 2000 1999 
(d) Amount recognized in the Consolidated Balance Sheet 
Gain on sale of interest in Detroit River 
In millions December 31, 2001 2000 Tunnel Company (A). .0.-nese.scecrrenaeescteannne $101 S-= ee 
Gai di JOSbaasitae ain ee TOE 
Brepaldibenerit cosu(NOICIO)meeaccne nen seniceincec cme ce nine a se ck $ 251 $166 a Me ee, er Oopen? . Ae ee 
Accrued benenticastmenereerenrnc rnc ere cate kc arch vaAeisctse tee (9) (6) A ne Pk Gian St ape ko 4 - 
Additionablmininuniliability em eaceccnacrecmscscdaceseccs so eee cn (18) - ae aes oer (ii ee meio gag 
; Gain on exchange of investment (Note 6) .............. - 84 - 
IntangiblerasSetasmessteetect enc tscremime teens sta cmaten ee sence ey 1 Se saree : A 22) % 
et reall estateicosts: <n wancacnn oscrerconcn oe meets 
Accumulated other comprehensive income (Note 22).............. 7, - 5 sta 20) ( >) 
Write-down of investment 
NEL AINOUNGRCCOGINZCO mere a tere mtn herr yn oes ise ini): $ 242 $160 in 360networks Inc. (Note 6) .........cccceeeeeeuees (99) - - 
Oag@ecocmue soscemeuemocpcocaonnT Tac matinee sence (7) (3) (1) 
(e) Components of net periodic benefit cost $ 65 $136 $55 
In millions Year ended December 31, _ 2001 2000 1999 A. In March 2001, the Company completed the sale of its 50 percent 
{nterestiCost eee re ueeren eters esate eee <8 $ 701 $690 $632 interest in the Detroit River Tunnel Company (DRT) for proceeds of 
SOMVICE OSE... e eee ee eens 92 70 95 $112 million and recorded a gain of $101 million, $73 million after tax. 
Amortization of net transition obligation ............. 20 19 19 The DRT is a 1.6 mile rail-only tunnel crossing the Canada-U.S. border 
Amortization of prior service cost ............000e000s 20 19 20 between Detroit and Windsor, Ontario. 
Expected return on plan assets .............seeeeeeees (846) (792) (732) 
Recognized net actuarial loss ..............eeee eee e es - = 23 1 7 
nye f ; Income taxes 
Net periodic benefit cost (income) ..............0+0085 $ (13) $ 6 Sy 
The Company's income tax expense from income before cumulative 
(f) Weighted-average assumptions effect of changes in accounting policy is as follows: 
December 31, 2001 2000 1999 in millions Year ended December 31, 2001 2000 1999 
DISCOUNT FatOE A oe tcainaitadat nea neteaeseaceeten tenants 6.50% 6.50% TOO tradaraltaxtratc eee eee ree eee nc ceee 28.1% 29.1% 29.1% 
Rate of compensation increase ............0seeeeee ene 4.00% 4.25% 4.25% Income tax expense from income before income taxes 
Expected return on plan assets for and the cumulative effect of changes in accounting 
year ending December 31...........0ceeeeeneeene es 9.00% 9.00% 9.00% policy based on the Federal tax rate ................ $(399) $(429) $(352) 
Income tax (expense) recovery resulting from: 
As at December 31, 2001, one of the Company's pension plans had Provincial and other taxes ............sse0seeeeee (178) (180) (196) 
an accumulated benefit obligation ($106 million) in excess of the fair ates ee oe — 
bia : : ; si Ueito materreduUctionsmmaeeratacece ast rrosesrert - - 
Ete of the ot ee ($79 a which NS Has & an additional RETR Tee nee oP oe aR : : a 
minimum pension liability. The projected benefit obligation was $110 mil- Gaionttiisposalcendicmicendswee terete: 18 18 8 
lion at December 31, 2001. Dither tons eee PR ee abcokenn a ca oncteictoeermae 54 46 40 
IIGOMMG| TAXiEXDENSEsentonprrratee eben Reteenen cee ers $(380) $(536) $(462) 


14 Special charge 


The Company recorded a charge of $98 million, $62 million after tax, 
in the second quarter of 2001 for the reduction of 690 positions (388 
occurred in 2001 with the remainder planned to be completed by the 
end of 2002). The charge included severance and other payments to 
be made to affected employees. 


U.S. GAAP 


Income tax expense is represented by: 


Gurrentaccnencn ecu te nee ceonume oxontimios ora $ (85) $(224) $ (45) 
Deferred!) mncsnatecrcameiots ste setomeme tn sinerctrmstatrente (295) (312) (417) 
$(380) $(536) $(462) 

Cash payments for inCOME taXeS ...... 66. seseeveneee es $ 63 $ 101 $ 45 
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17 Income taxes (continued) 


Significant components of deferred income tax assets and liabilities 
are as follows: 


In millions December 31, 2001 2000 
Deferred income tax assets 
Workforce reduction provisions ...........:scseesseneceseeeneeenes $ 178 $ 202 
Accrilalsand Other resenves cemnayaenaao-creeecsemrrncnamnan ce eerer 182 198 
Post-retirement benefits: “247.92 neds sricrsemere nase aotesoanat 85 91 
Losses and tax credit carryforwards ..............seeeeeeeeeeeeeees 53 26 
498 517 
Deferred income tax liabilities 
sige) afi Coal pads cenenbereicecaae cabes MauneAdenoadondroadountouccdacd 4,936 3,778 
Total net deferred income tax liability ..............cceeeee eee eee 4,438 3,261 
Net current deferred income tax asset ..........sseeeeenseeene ens 153 114 
Net long-term deferred income tax liability ..............0cs0c0e0 $4,591 $3,375 


In 2001, the Company recognized investment tax credits of $35 mil- 
lion not previously recognized, which reduced the cost of properties. The 
Company did not recognize any investment tax credits in 2000. 


18 Segmented information 


The Company operates in one business segment with operations and 
assets in Canada and the United States. 


Information on geographic areas 


In millions Year ended December 31, 2001 2000 1999 
Revenues: 
Canadianirall 2.0: saSeeenceh leat cree eee $3,675 $3,650 $3,524 
UeSiiFelili cca sate jou eect eee ee cee 1,977 1,778 A 
$5,652 $5,428 $5,236 
Operating income: 
Ganadiamirail’ (i) War serancet catcher eee $1,181 $1,199 $1,015 
UTS: ratl e fascsenecineee ater ara uct Cae eRe 501 449 452 
$1,682 $1,648 $1,467 
Income before cumulative effect of 
changes in accounting policy: 
Canadianirail| (ieee. aca. hinceeeeeeee eee oe eee $ 844 $ 695 $ 565 
WISI C (| Me cemremrntrita ORCMRE At icem ie oan ineine 196 242 181 
$1,040 $ 937 $ 746 


0 EERE SR Sn oh nen 


Depreciation and amortization: 


SCLEWIENTEIN (bene: coorubaonoanedcgoodsonanencds $ 309 $ 336 $ 294 
US: iCall Frcaasicctitnade ee tate ticle mettre 229 197 202 
$ 538 $ 533 $ 496 


ER 


Capital expenditures: (iii) 
Canadian rail (iv) 


Ree ue sO CR EET $ 723 $ 802 $ 954 
USviFalll Metircicar eae tote eee chet eae ne eel 274 310 324 
$ 997 $1,112 $1,278 


(a ne | 
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In millions December 31, 2001 2000 

Identifiable assets: 
Canadian 'railte eee. catetaaoeshece sie Coat eee Re ene e rer $ 9,036 $ 8712 
UKSSTET It ( / Pee Mo ee ee asco ndeenitoa. cc acraNapnanckenacata 12,187 8,602 
$21,223 $17,314 


(i) \ncludes a 2001 special charge for workforce reductions of $98 million, 
$62 million after tax. 


(ii) \ncludes $6 million (2000: $8 million, 1999: $6 million) of depreciation and 
amortization of properties related to other business activities. 


(iii) Represents additions to properties that includes non-cash capital expenditures 
financed with capital leases and capitalized depreciation. 


(iv) Includes $5 million (2000: $9 million, 1999: $11 million) of additions of 
properties related to other business activities. 


(v) Includes equity holdings in foreign investments held by the Company's 
U.S. subsidiaries. 


19 Earnings per share 


Year ended December 31, 2001 2000 1999 
Basic earnings per share 
Income before cumulative effect of changes 
IncaCcOUNting| Policy meseteeeeP eres: Bees eee ae $5.41 $4.81 $3.78 
Cumulative effect of changes in accounting policy .... - - 0.03 
NEG EINGCOME: «tas eecr cacao ere ere ee eee $5.41 $4.81 $3.81 
Diluted earnings per share 
Income before cumulative effect of changes 
in accounting PalicVicaeaeaseetree een eee meee $5.23 $4.67 $3.71 
Cumulative effect of changes in accounting policy .... - - 0.03 
Net income t5 ee re rte os oe Ree $5.23 $4.67 $3.74 
The following table provides a reconciliation between basic and 
diluted earnings per share: 
In millions, : 
except per share data Year ended December 31, 2001 2000 1999 
Income before cumulative effect of changes 
InfacGOUNTING POlcy-meemereerneeeereee teres eetnntn $1,040 $ 937 $ 746 
Income impact on assumed conversion 
of preferred Securities! same an.nnaee sau seemeeeneneee 12 11 6 
$1,052 $ 948 $ 752 
Weighted-average shares outstanding ................ 192.1 195.0 197.3 
Effect of dilutive securities and stock options ........ 8.9 78 5.2 
Weighted-average diluted shares outstanding ........ 201.0 202.8 202.5 
Basic earnings per share from income before 
cumulative effect of changes in accounting policy.... $ 5.41 $ 4.81 $ 3.78 
Diluted earnings per share from income before 
cumulative effect of changes in accounting policy.... $ 5.23 $ 4.67 $ 3.71 
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20 Major commitments and contingencies 


A. Leases 

The Company's commitments as at December 31, 2001 under operating 
and capital leases totaling $1,253 million and $1,449 million, respectively, 
with annual net minimum payments in each of the five following fiscal 
years to 2007 and thereafter, are as follows: 


Year In millions Operating Capital 
DDO DE avtieaiactacleusiaa i attrnstttt cca cence coe a cits $ 230 $ 186 
ZOOS ieraiate Nan wes atelsteaislatsts sstaislataieiaislalelcroleiSls Ba Ral agal San a4 196 122 
ZOOA Maccreerncni manana ahs aglaw leitivlerd dv gave iameatownes 176 136 
2 OOS re ene aap istielaiialeiid asteae'sisias\siasens Seale sheinidtaiedeieuunaipaas ve 154 95 
PANS betes ec Os Gun COUR OO SOEs MUU C REST tT Tene att aan 120 60 
DOO Feemeit nena ten merce crac ticinn eat eeisteieie cota sseaje nis 377 850 
$1,253 1,449 

Less: imputed interest on capital 

leases at rates ranging from 

ap POXIMately/ 314 %o Onl 4:600 memeereiteancdackistacerien ie yertaiertysleiasisietors 545 
Present value of minimum lease payments 

ab cunrentirateincluded inidebtemevmemerenaeteeeasaeccncctaccscesnanes $ 904 


B. Other commitments 

As at December 31, 2001, the Company had commitments to acquire 
railroad ties at a cost of $28 million, rail at a cost of $20 million, and 
freight cars at a cost of $4 million. Furthermore, as at December 31, 
2001, the Company had entered into agreements with fuel suppliers to 
purchase approximately 35% of its anticipated 2002 volume and 11% 
of its anticipated 2003 volume at market prices prevailing on the date 
of the purchase. 


C. Contingencies 

In the normal course of its operations, the Company becomes involved in 
various legal actions, including claims relating to contractual obligations, 
personal injuries including occupational related claims, damage to property 
and environmental matters. The Company maintains provisions for such 
items which it considers to be adequate. The final outcome with respect to 
actions outstanding or pending as at December 31, 2001 cannot be pre- 
dicted with certainty, and therefore, there can be no assurance that their 
resolution and any future claims will not have a material adverse effect on 
the Company's financial position or results of operations in a particular 
quarter or fiscal year. 


D. Environmental matters 

The Company's operations are subject to federal, provincial, state, municipal 
and local regulations under environmental laws and regulations concern- 
ing, among other things, emissions into the air; discharges into waters; 
the generation, handling, storage, transportation, treatment and disposal 
of waste, hazardous substances, and other materials; decommissioning of 
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underground and aboveground storage tanks; and soil and groundwater 
contamination. A risk of environmental liability is inherent in the railroad 
and related transportation operations; real estate ownership, operation 
or control; and other commercial activities of the Company with respect 
to both current and past operations. As a result, the Company incurs 
significant compliance and capital costs, on an ongoing basis, associated 
with environmental regulatory compliance and clean-up requirements 

in its railroad operations and relating to its past and present ownership, 
Operation or control of real property. 

While the Company believes that it has identified the costs likely to 
be incurred in the next several years, based on known information, for 
environmental matters, the Company's ongoing efforts to identify potential 
environmental concerns that may be associated with its properties may 
lead to future environmental investigations, which may result in the iden- 
tification of additional environmental costs and liabilities. The magnitude 
of such additional liabilities and the costs of complying with environmen- 
tal laws and containing or remediating contamination cannot be reason- 
ably estimated due to: 


(i) the lack of specific technical information available with respect to 
many sites; 


(ii) the absence of any government authority, third-party orders, or 
claims with respect to particular sites; 


(iii) the potential for new or changed laws and regulations and for 
development of new remediation technologies and uncertainty 
regarding the timing of the work with respect to particular sites; 


(iv) the ability to recover costs from any third parties with respect to 
particular sites; and 


therefore, the likelihood of any such costs being incurred or whether such 
costs would be material to the Company cannot be determined at this 
time. There can thus be no assurance that material liabilities or costs 
related to environmental matters will not be incurred in the future, or will 
not have a material adverse effect on the Company's financial position 
or results of operations in a particular quarter or fiscal year, or that the 
Company's liquidity will not be adversely impacted by such environmental 
liabilities or costs. Although the effect on operating results and liquidity 
cannot be reasonably estimated, management believes, based on current 
information, that environmental matters will not have a material adverse 
effect on the Company's financial condition or competitive position. Costs 
related to any future remediation will be accrued in the year in which 
they become known. 
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20 Major commitments and contingencies (continued) 


As at December 31, 2001, the Company had aggregate accruals 
for environmental costs of $112 million ($85 million as at December 31, 
2000). During 2001, payments of $14 million were applied to the provision 
for environmental costs compared to $11 million in 2000 and $16 million 
in 1999. In addition, related environmental capital expenditures were 
$19 million in 2001, $20 million in 2000 and $11 million in 1999. The 
Company also expects to incur capital expenditures relating to environ- 
mental matters of approximately $21 million in 2002 and $30 million in 
each of 2003 and 2004. The Company has not included any reduction 
in costs for anticipated recovery from insurance. 


21 Financial instruments 


As mentioned in Note 2, the Company adopted on January 1, 2001 SFAS 

No. 133 “Accounting for Derivative Instruments and Hedging Activities,” as 
amended by SFAS No. 138 “Accounting for Certain Derivative Instruments 
and Certain Hedging Activities.” 


A. Risk management 

The Company has limited involvement with derivative financial instru- 
ments in the management of its fuel, interest rate and foreign currency 
exposures, and does not use them for trading purposes. 


(i) Credit risk 
In the normal course of business, the Company monitors the financial con- 
dition of its customers and reviews the credit history of each new customer. 
The Company is exposed to credit risk in the event of non-perfor- 
mance by counterparties to its derivative financial instruments but does 
not expect such non-performance as counterparties are of high credit 
quality. Collateral or other security to support financial instruments sub- 
ject to credit risk is usually not obtained; however, the credit standing of 
counterparties is regularly monitored. The total risk associated with the 
Company's counterparties was immaterial at December 31, 2001. The 
Company believes there are no significant concentrations of credit risk. 


(ii) Interest rates 

For the purpose of minimizing the volatility in the fair value of certain 
fixed-interest long-term debt, the Company entered into interest rate 
swap transactions during 2000 for a total notional amount of $150 million 
and U.S.$50 million (Cdn$75 million) resulting in effectively converting 
some fixed interest rate debt into floating interest rate debt. These swaps 
were accounted for as fair value hedges and assumed to have no ineffec- 
tiveness pursuant to SFAS No. 133 requirements. In 2001, these swap trans- 
actions matured and the underlying debts have been repaid. The Company 
did not enter into any new interest rate swap transactions in 2001. 
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(iii) Foreign currency 

Although the Company conducts its business and receives revenues pri- 
marily in Canadian dollars, a growing portion of its revenues, expenses, 
assets and debt are denominated in U.S. dollars. Thus, the Company's 
results are affected by fluctuations in the exchange rate between these 
currencies. Changes in the exchange rate between the Canadian dollar and 
other currencies (including the U.S. dollar) make the goods transported 
by the Company more or less competitive in the world marketplace and 
thereby affect the Company's revenues and expenses. 

For the purpose of minimizing volatility of earnings resulting from the 
conversion of U.S. dollar denominated long-term debt into the Canadian 
dollar, the Company has designated all U.S. dollar denominated long-term 
debt of the parent company as a foreign exchange hedge of its net 
investment in U.S. subsidiaries. As a result, from the dates of designation, 
unrealized foreign exchange gains and losses on the translation of the 
Company's U.S. dollar denominated long-term debt are recorded in 
Other comprehensive income. 


(iv) Fuel 

To mitigate the effects of fuel price changes on its operating margins 
and overall profitability, the Company has a systematic hedging program 
which calls for regularly entering into swap positions on crude and heat- 
ing oil to cover a target percentage of future fuel consumption up to two 
years in advance. The changes in the fair value of the swap positions are 
highly correlated to changes in the price of fuel, therefore pursuant to 
SFAS No. 133 requirements, these fuel hedges are being accounted for as 
cash flow hedges, whereby the effective portion of the cumulative change 
in the market value of the derivative instruments has been recorded in 
Other comprehensive income. The amounts accumulated in Other compre- 
hensive income will be reclassified into income upon the ultimate con- 
sumption of the hedged fuel. To the extent that the cumulative change 

in the fair value of the swap positions does not offset the cumulative 
change in the price of fuel, the ineffective portion of the hedge will be 
recognized into income immediately. In the event that the fuel hedge 

is discontinued and the forecasted purchase of fuel is not expected to 
occur, the amount accumulated in Other comprehensive income would 
be reclassified into income immediately. 

Realized gains and losses from the Company's fuel hedging activities 
were $6 million loss, $49 million gain and $5 million gain for the years 
ended December 31, 2001, 2000 and 1999, respectively. At December 31, 
2001, the Company has hedged approximately 45% of the estimated 2002 
fuel consumption and 25% of the estimated 2003 fuel consumption. This 
represents approximately 264 million U.S. gallons at an average price of 
U.S.$0.607 per U.S. gallon. 

At December 31, 2001, Accumulated other comprehensive income 
included an unrealized loss of $38 million, of which $31 million relates 
to derivative transactions that will mature within the next year. The 
requirements of SFAS No. 133 did not have a significant impact on 
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the Consolidated Statement of Income since the Company's derivative 
instruments have been highly effective in hedging the changes in cash 
flows associated with forecasted purchases of diesel fuel. The Company 
did not recognize any material gains or losses in 2001 due to fuel 
hedge ineffectiveness. 


(v) Other 
The Company does not currently have any derivative instruments not 
designated as hedging instruments. 


B. Fair value of financial instruments 

Generally accepted accounting principles define the fair value of a financial 
instrument as the amount at which the instrument could be exchanged 
in a current transaction between willing parties. The Company uses the 
following methods and assumptions to estimate the fair value of each 
class of financial instruments for which the carrying amounts are included 
in the Consolidated Balance Sheet under the following captions: 


(i) Cash and cash equivalents, Accounts receivable, Accounts payable 
and accrued charges, and Other current liabilities: 

The carrying amounts approximate fair value because of the short 
maturity of these instruments. 


(ii) Other assets and deferred charges: 

Investments: The Company has various debt and equity investments for 
which the carrying value approximates the fair value, with the exception 
of a cost investment for which the fair value was estimated based on 
CN’s proportionate share of its net assets. 


(iii) Long-term debt: 

The fair value of the Company's long-term debt is estimated based on 
the quoted market prices for the same or similar debt instruments, as 
well as discounted cash flows using current interest rates for debt with 
similar terms, company rating, and remaining maturity. 


(iv) Convertible preferred securities: 
The fair value of the Company's convertible preferred securities is esti- 
mated based on the quoted market price. 


The following table presents the carrying amounts and estimated fair 
values of the Company's financial instruments as at December 31, 2001 
and 2000 for which the carrying values on the Consolidated Balance Sheet 
are different from the fair values: 


In millions December 31, 2001 December 31, 2000 
Carrying Fair Carrying Fair 
amount value amount value 
Financial assets 
Ivestinehisarncc cum rss eerase $ 496 $ 551 $ 269 HIS 
Financial liabilities 
Long-term debt 
(including current portion)......... $5,927 $5,986 $4,320 $4,191 
Convertible preferred securities....... $ 366 $ 479 $ 345 $ 315 
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22 Other comprehensive income (loss) 


A. Components of Other comprehensive income (loss) and the related 


tax effects are as follows: 


In millions 


Year ended December 31, 2001 


Before Income tax Net of 
tax (expense) tax 
amount recovery amount 
Unrealized foreign exchange gain (loss) on 
translation of U.S. dollar denominated 
long-term debt designated as a hedge 
of the net investment in U.S. subsidiaries ........ $(202) TA $(131) 
Unrealized foreign exchange gain (loss) 
on translation of the net investment 
In tOreigniopelations m-eesueenene ean eeeare ener 308 (108) 200 
Unrealized holding loss on investment in 
360networks InGa(NOt@\6)h,mesen seee snes (129) 35 (94) 
Unrealized holding loss on fuel 
derivative instruments (Note 21)..............005 (38) 13 (25) 
Minimum pension liability adjustment .............. (17) 6 (11) 
Deferred income tax (DIT) rate enactment .......... - (32) (32) 
Other comprehensive income (loss)...............4. $ (78) $ (15) $ (93) 


In millions 


Year ended December 31, 2000 


Before Income tax Net of 
tax (expense) tax 
amount recovery amount 
Unrealized foreign exchange gain (loss) on 
translation of U.S. dollar denominated 
long-term debt designated as a hedge 
of the net investment in U.S. subsidiaries ........ $ (91) $ 34 $ (57) 
Unrealized foreign exchange gain (loss) 
on translation of the net investment 
IU SASUBSIG ARLES mare rata daceleetenctere stecheatsiete steereters 191 (71) 120 
Unrealized holding gain on investment in 
360networks Inc. (Note 6)..........0ccc cee en ene 129 (35) 94 
Other comprehensive income (loss) ........0..00.005 $ 229 $(72) $157 


In millions 


Year ended December 31, 1999 


Before Income tax Net of 
tax (expense) tax 
amount recovery amount 
Unrealized foreign exchange gain (loss) on 
translation of U.S. dollar denominated 
long-term debt designated as a hedge 
of the net investment IN. IC .......sccceseneee eens $ 180 $ (69) $111 
Unrealized foreign exchange gain (loss) 
on translation of the net investment in IC ....... (202) 78 (124) 
Minimum pension liability adjustment .............. 2 (1) 1 
Other comprehensive income (l0SS)........6..000005 $ (20) $ 8 $ (12) 
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22 Other comprehensive income (loss) (continued) 


B. Changes in the balances of each classification within Accumulated other comprehensive income (loss) are as follows: 


In millions 
Foreign 
exchange — Holding gain Holding Minimum Accumulated 
Foreign Net investment (loss) on loss on fuel pension other 
exchange — in foreign 360networks Inc. derivative liability DIT rate comprehensive 
U.S.$ debt operations investment instruments adjustment enactment income (loss) 
Balance at January 1, 1999............0.00e08 $(144) $ 151 $ - $= $ (1) i= $ 6 
Period change: Ses. sacenay xcssprons cite seteteninet 111 (124) - = 1 = (12) 
Balance at December 31, 1999 ..............0005 (33) 27 - - - - (6) 
Period change: © .ciaavascee ac aentcmetnoneas (57) 120 94 = = = 157 
Balance at December 31, 2000 ................. (90) 147 94 = = = 151 
Periodichange Se: sissy anette anton cntaten aces (131) 200 (94) (25) (11) (32) (93) 
Balance at December 31, 2001 ..........0..005- $(221) $ 347 $ - $(25) $(11) $(32) $58 
23 Quarterly financial data - unaudited 
In millions, except per share data 
2001 2000 
Fourth Third Second First Fourth Third Second First 
REVENUES: «.ccacain's Zion srarsters sociales ene cree ana Nano e me alec TE $1,537 $1,325 $1,392 $1,398 $1,393 $1,330 $1,333 $1,372 
Operating income: cnckeacsacte arm ecm nee $ 521 $ 430 $ 346 $ 385 $ 441 $ 407 $ 418 $ 382 
Ea ie0)/1[ ec eee cer tatn coarricerecenedasanaecnacacsh dononeac $ 296 Sanz 52 Ry PAI) $ 275 $ 237 $ 216 $ 230 $ 254 
Basic earings. per. Shareaccte:.4ecccke eee eee $ 1.54 $ 1.31 $ 1.13 $ 1.44 $ 1.24 $ 1.12 $ 1.18 $ 1.27 
Dilutediearnings Per Shares. waonanenonee cee eee ee $ 1.48 $ 1.27 $ 1.10 $ 1.39 $ 1.20 $ 1.09 $ 1.15 $ 1.24 
Dividend declared per Share ......6..0cccececvecuceceueesenens $0.195 $0.195 $0.195 $0.195 $0.175 $0.175 $0.175 $0.175 


24 Comparative figures 


Certain figures, previously reported for 2000 and 1999, have been 
reclassified to conform with the basis of presentation adopted in the 


current year. 
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Management’ Discussion and Analysis 


Management's discussion and analysis relates to the financial condition and results of operations of Canadian National Railway Company (CN) 
together with its wholly owned subsidiaries, including Grand Trunk Corporation, Illinois Central Corporation (IC) and Wisconsin Central 
Transportation Corporation (WC), the latter from October 9, 2001 through December 31, 2001. As used herein, the word “Company “means, as 
the context requires, CN and its subsidiaries. CN’s common shares are listed on the Toronto and New York stock exchanges. Except where other- 
wise indicated, all financial information reflected herein is expressed in Canadian dollars and determined on the basis of Canadian generally 


accepted accounting principles (Canadian GAAP). 


Financial results 


2001 compared to 2000 
The Company recorded consolidated net income of $727 million ($3.72 
per basic share) for the year ended December 31, 2001 compared to 
$774 million ($3.91 per basic share) for the year ended December 31, 
2000. Diluted earnings per share were $3.62 for the current year com- 
pared to $3.82 in 2000. The results for 2001 include net income of $11 
million related to the acquisition of WC. Operating income was $1,366 
million for 2001 compared to $1,385 million in 2000. This represents a 
decrease of $19 million, or 1%. | 

The years ended December 31, 2001 and 2000 include items impact- 
ing the comparability of the results of operations. Included in 2001 is a 
special charge for workforce reductions of $98 million, $62 million after 
tax ($0.32 per basic share or $0.31 per diluted share), a charge to write 
down the Company's net investment in 360networks Inc. of $99 million, 
$77 million after tax ($0.40 per basic share or $0.38 per diluted share) 
and a gain of $101 million, $82 million after tax ($0.42 per basic share 
or $0.41 per diluted share) related to the sale of the Company's 50 per- 
cent interest in the Detroit River Tunnel Company (DRT). In 2000, the 


Company recorded a gain of $84 million, $58 million after tax ($0.30 per 
basic share or $0.28 per diluted share) related to the exchange of its 
minority equity investments in certain joint venture companies for 11.4 
million shares of 360networks Inc. 

Excluding the effects of the items discussed in the preceding para- 
graph, consolidated net income was $784 million ($4.02 per basic share 
or $3.90 per diluted share) in 2001 compared to $716 million ($3.61 per 
basic share or $3.54 per diluted share) in 2000. Operating income, exclud- 
ing the 2001 special charge, increased by $79 million, or 6%, to $1,464 
million. The operating ratio, excluding the special charge, improved to 
74.1% in 2001 from 74.6% in 2000, a half-point betterment. 


Revenues 

Revenues for the year ended December 31, 2001 totaled $5,652 million 
compared to $5,446 million in 2000. The increase of $206 million, or 4%, 
was mainly attributable to the inclusion of $129 million of WC revenues 
and to gains in metals and minerals, intermodal, forest products and 
grain and fertilizers. This was partially offset by lower automotive rev- 
enues. Revenue ton miles and freight revenue per revenue ton mile each 
increased by 2% as compared to 2000. 


Year ended December 31, 2001 2000 2001 2000 2001 2000 
Freight revenue 
Revenues Revenue ton miles per revenue ton mile 
In millions In cents 
Petroleumand chemicals. teeacsaeeemecateccecetce ok eetee e ate cae eee $ 923 $ 894 25,243 24,858 3.66 3.60 
Metals:anid minerals uc. céaceen sate ceeee eC ee eee oe ee 458 392 10,777 9,207 4.25 4.26 
FOTESE PROdUCtS::.«.acds sansa Moc can rer nae Gan ee 1,088 1,008 29,639 28,741 3.67 3.51 
COA Se seeecoetoeee B ciayeietirarer pater eoyos cuaveta oisieiale seep oiaens reat niche Came RTT Me NOISE 338 328 15,566 15,734 2.17 2.08 
Grainlarid fentilizers sx. suse oa seeeey nee teeta ace Ca cee 1,161 1,136 42,728 42,396 2.72 2.68 
Intermodal: Penwettcanutysacctre eactatcece state nce eR Great a ee 969 919 26,257 25,456 3.69 3.61 
IAULOMOTING freak nacocasfirte Sa ard orate eee oae errata Coe eee 520 559 2,885 3,165 18.02 17.66 
Otheritterms bg cs. scree aca yao ne nee 195 210 - = = = 
Total sasha Biacrocoe hee ROAR CR a eer Oe Nae ae ee $5,652 $5,446 153,095 149,557 3.56 3.50 


SR 


(1) Principally non-freight revenues derived from third parties. 
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Petroleum and chemicals 

Revenues for the year ended December 31, 2001 increased by $29 mil- 
lion, or 3%, over 2000, of which $22 million resulted from the inclusion 
of WC revenues. Excluding WC, growth in the year was driven by market 
share gains and plant expansions in the petroleum products sector, 
increased salt traffic, mainly in the early part of the year, and the weaker 
Canadian dollar. Significant weakness in sulfur demand partially offset 
these increases. The revenue per revenue ton mile increase of 2% for the 
year was mainly attributable to the effect of the weaker Canadian dollar. 


Petroleum and chemicals 


53% Petroleum and plastics Ly 97 98 i) 00 01 


47% Chemicais *1997 excludes IC and 2001 includes WC from 
Y October 9 through December 31 


Metals and minerals 

Revenues for the year ended December 31, 2001 increased by $66 mil- 
lion, or 17%, over 2000 of which $22 million resulted from the inclusion 
of WC revenues. Excluding WC, growth in the year was driven by strong 
Canadian aluminum exports to the United States in line with weaker U.S. 
production, increased levels of equipment traffic, market share gains in 
steel, ores and concentrates, and increased stone and rock shipments to 
the United States. Significant weakness in the steel markets partially off- 
set overall growth. Revenue per revenue ton mile was essentially flat 
year over year. 


Metals and minerals 


Carloads* in thousands 


01 


*1997 excludes IC and 2001 includes WC from 
October 9 through December 31 
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Forest products 

Revenues for the year ended December 31, 2001 increased by $80 mil- 
lion, or 8%, over 2000 of which $55 million resulted from the inclusion 
of WC revenues. Excluding WC, growth was driven by market share gains 
in the panels segment and the effect of the weaker Canadian dollar. 
These gains were partially offset by weakness in the pulp and paper 
markets due, in part, to a significant reduction in U.S. paper consump- 
tion. The increase in revenue per revenue ton mile of 5% was mainly 
due to the effect of the weaker Canadian dollar and the inclusion of 
shorter haul WC traffic. 


Forest products 


Percentage of revenues 


af 98 99 


— *1997 excludes IC and 2001 includes WC from 
October 9 through December 3? 


Coal 

Revenues for the year ended December 31, 2001 increased by $10 mil- 
lion, or 3%, over 2000, of which $7 million resulted from the inclusion of 
WC revenues. Excluding WC, strong demand for thermal coal in the year ~ 
was partially offset by reduced shipments of metallurgical coal due to 

the closure of some Canadian mines in 2000. The revenue per revenue 
ton mile increase of 4% was mainly due to an increase in rates tied to 
commodity prices and the effect of the weaker Canadian dollar. 


Percentage of revenues ‘Carloads* 


86% Coal 
14% Petroleum coke 


*1997 excludes IC and 2001 includes WC from 
October 9 through December 31 
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Grain and fertilizers 

Revenues for the year ended December 31, 2001 increased by $25 mil- 
lion, or 2%, over 2000 of which $15 million resulted from the inclusion 
of WC revenues. Excluding WC, growth was mainly driven by higher 
wheat shipments to the United States, increased market share of U.S. 
corn and soybean traffic and higher exports of canola through Vancouver. 
The 1% increase in revenue per revenue ton mile was mainly due to a 
shift to shorter haul traffic and the effect of the weaker Canadian dollar, 
partially offset by the introduction of the Canadian grain revenue cap 

in August 2000. 


Grain and fertilizers 


Percentage of revenues 


97 98 99 00 01 


*1997 excludes iC and 2001 includes WC from 
October 9 through December 31 


Intermodal 
Revenues for the year ended December 31, 2001 increased by $50 mil- 
lion, or 5%, over 2000 of which $7 million resulted from the inclusion of 


WC revenues. Excluding WC, growth was driven by market share gains in 


the international segment and from new service offerings in the domes- 
tic segment. Weaker economic conditions in the second half of the year 
led to slower growth. Revenue per revenue ton mile increased by 2% 
due to rate increases and the effect of the weaker Canadian dollar, par- 
tially offset by a shift to longer haul traffic. 


Intermodal 


Percentage of revenues {n thousands 


: 97 
> “1997 excludes IC and 2001 includes WC from 
October 9 through December 31 
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Automotive 

Revenues for the year ended December 31, 2001 decreased by $39 mil- 
lion, or 7%, from 2000. The revenue decline resulted from weakness 

in North American vehicle production in 2001 and from one-time gains 
obtained in 2000 due, in part, to competitors’ service problems. The 
decline was partially offset by the effect of the weaker Canadian dollar. 
The increase in revenue per revenue ton mile of 2% was mainly due to 
the weaker Canadian dollar partially offset by an increase in the average 
length of haul. 


Automotive 


Carloads*® 


R 
| 
Ng 
97 98 99 00 


01 
*1997 excludes IC and 2001 includes WC irom 
October 9 through December 31 
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Operating expenses 

Operating expenses amounted to $4,286 million in 2001 compared to 
$4,061 million in 2000. The increase in 2001 was mainly due to the 
inclusion of $95 million of WC expenses, the special charge for workforce 
reductions, increased depreciation and amortization expense, higher fuel 


costs, and increased expenses for equipment rents and casualty and 
other. Partially offsetting these increases were lower expenses for pur- 


chased services. Operating expenses, excluding the special charge, 
amounted to $4,188 million, an increase of $127 million, or 3%, from 2000. 


Dollars in millions Year ended December 31, 2001 2000 

% of % of 
Amount revenue Amount revenue 
Raboneandatnng ei pemeritsnmpe ecm cet tse serena Sevarice. Static Semare' cilia Aelalar ata cua MeO Se $1,726 30.5% $1,684 30.9% 
RUFCMAS OCIS CLVICe Simona tay tase ts tee cietseas Geese Creatine ry crea STON LARD yc stole oust sia asisero se aunt vcore SCRE oe 546 9.7% 595 10.9% 
Deprectationrandramortizatlontesrcutn secstirgederisce na tapiancawsoecucien wee cwinshtenciiclo ss ainandaeeeakeemaeteeeeas 463 8.2% 412 7.6% 
AUG he ccocopsnadobadcehumenbeese Garp Sabet as ta nian ON etads Wel tty HOBART net TAA rene eo 485 8.6% 450 8.3% 
EGqUuilppinenntgrentsimnanpr rtrd aceite tet ctetcwelsstelneieisidarsisite sireitascie nates eevee sleula toe ee ah sige sesistauaracna elms vracilalelaney sak vate 314 5.5% 291 5.4% 
Matertalliemmrrseprcrnrercrca see orceataac tiene cman clistiniaedinacitercmbcemacss abeBecuen nck thins setdsnmedeaambelnaetie 265 4.7% 263 4.8% 
Operating taxeswemem erection meat nt tis otal eso aentr asrennsieiaic slotticheictam Re unin sMonsiclees deuwagheneanedeanar 158 2.8% 158 2.9% 
Gastialty and iothehusrnaeee cerita.) cers sects ero srasiets fh aicia ee ile-salv dinieiciaGtha viswawhap saidsubivaellewe naineotles 231 4.1% 208 3.8% 
4,188 74.1% 4,061 74.6% 

Se Chall CHAO Crete eee eater tease earls cates teYo (es earererqalclccaas hsolsovelonisvirsosn nain/ dew nlewaielaepicinisarsinene 98 = 
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Labor and fringe benefits: Labor and fringe benefit expenses in 2001 
increased by $42 million, or 2%, as compared to 2000. The increase was 
mainly attributable to the inclusion of WC labor expense of $46 million, 
wage increases and the impact of the weaker Canadian dollar on U.S. 
denominated expenses. This was partially offset by lower pension and 
other benefit related expenses. 


Purchased services: Costs of purchased services decreased by $49 mil- 
lion, or 8%, in 2001 as compared to 2000. The decrease was mainly 
due to one-time consulting and professional fees related to a proposed 
combination in 2000 and lower contracted services in 2001. This was 
partially offset by higher equipment repair expenses and $11 million 
resulting from the inclusion of WC purchased services expense. 


Depreciation and amortization: Depreciation and amortization expense 
in 2001 increased by $51 million, or 12%, as compared to 2000. The 
increase was mainly due to net capital additions and the inclusion of 
WC depreciation of $10 million. 


Fuel: Fuel expense in 2001 increased by $35 million, or 8%, as compared 
to 2000, primarily due to an increase in the average cost of fuel and the 
inclusion of $10 million of WC fuel expense. 


Equipment rents: These expenses increased by $23 million, or 8%, in 
2001 as compared to 2000. The increase was mainly attributable to 
lower lease and offline car hire income and the inclusion of $6 million 
of WC equipment rents. This was partially offset by lower private car 
mileage payments. 


Canadian GAAP 


Material: Material costs increased by $2 million, or 1%, in 2001 as 
compared to 2000. The increase was mainly due to higher locomotive 
and car maintenance costs and the inclusion of $4 million of WC mater- 
ial costs which were mostly offset by higher recoveries in 2001 from 
work performed for third parties. 


Operating taxes: Operating taxes remained unchanged as higher provin- 
cial capital taxes and the inclusion of $2 million of WC operating taxes 
were offset by provincial sales tax recoveries in 2001. 


Casualty and other: These expenses increased by $23 million, or 11%, 

in 2001 as compared to 2000. The increase resulted from higher expenses 
for occupational related claims and environmental matters, and the 
inclusion of $6 million of WC casualty and other expense. This was 
partially offset by lower expenses for damaged equipment and merchan- 
dise claims. 


Special charge: The Company recorded a charge of $98 million, $62 mil- 
lion after tax, in the second quarter of 2001 for the reduction of 690 
positions (388 occurred in 2001 with the remainder planned to be com- 
pleted by the end of 2002). The charge included severance and other 
payments to be made to affected employees. 
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Other 

Interest expense: Interest expense increased by $17 million to $312 mil- 
lion for the year ended December 31, 2001 as compared to 2000. The 
increase was mainly due to the financing related to the acquisition of 
WC, the inclusion of $4 million of WC interest expense, and the impact 
of the weaker Canadian dollar on U.S. denominated interest costs. This 
was, in part, offset by the refinancing of a portion of matured debt at 
lower rates. 


Other income: In 2001, the Company recorded other income of $65 mil- 
lion compared to $126 million in 2000. Included in 2001 is a charge of 
$99 million to write down the Company's net investment in 360networks 
Inc., a one-time gain of $101 million related to the sale of the Company's 
50 percent interest in DRT and $11 million of WC other income. The 
comparative 2000 period included an $84 million gain related to the 
360networks Inc. transaction. 


Income tax expense: The Company recorded an income tax expense of 
$392 million for the year ended December 31, 2001 compared to $442 
million in 2000. The effective tax rate for the year ended December 31, 
2001 decreased to 35.0% from 36.3% in 2000 due mainly to lower tax 
rates in 2001. 


2000 compared to 1999 
The Company recorded consolidated net income of $774 million ($3.91 
per basic share) for the year ended December 31, 2000 compared to 


$603 million ($3.03 per basic share) for the year ended December 31, 
1999. Diluted earnings per share were $3.82 in 2000 compared to 
$2.98 in 1999. 

In 2000, the Company recorded a gain of $84 million, $58 million 
after tax ($0.30 per basic share or $0.28 per diluted share), related to 
the exchange of its minority equity investments in certain joint venture 
companies for common shares in 360networks Inc. Excluding the effect 
of this item, consolidated net income was $716 million ($3.61 per basic 
share or $3.54 per diluted share) for the year ended December 31, 2000. 

Operating income was $1,385 million for 2000 compared to $1,233 
million in 1999. This represents an increase of $152 million, or 12%. 
The operating ratio in 2000 was 74.6% compared to 76.6% in 1999. 


Revenues 

Revenues for the year ended December 31, 2000 totaled $5,446 million 
compared to $5,261 million in 1999. The increase of $185 million, or 4%, 
was mainly attributable to gains in automotive, intermodal and grain 
and fertilizers. This was partially offset by lower coal revenues. Revenue 
ton miles increased by 4% as compared to 1999 while freight revenue 
per revenue ton mile remained flat. 


Year ended December 31, 2000 1999 2000 1999 2000 1999 

Freight revenue 
Revenues Revenue ton miles per revenue ton mile 
In millions In cents 
Petroleam-and: chemicals Su... cuseoensecaneche erent act eac erreenenet ne $ 894 $ 878 24,858 24,194 3.60 3.63 
Metals and minerals csaie-.acmcceemecen mec ence et action race eee eee ree 392 398 9,207 9,271 4.26 4.29 
Fokest products’ i2).xe.asousactnatnceenentan tenet eh mene cei casement 1,008 995 28,741 27,500 3 3.62 
COal snes stbtitvenartaticdetttn. hdl Raa CROC EEE 328 402 15,734 18,645 2.08 2.16 
Grainand fertilizers siassnautien, AoA so anette ee eae a ee 1,136 1,066 42,396 38,681 2.68 2.76 
Intermodal): <7. scsvemscaeeae costorenscenteeiaencee ae are eeaehe eae eee area 919 810 25,456 22,589 3.61 3.59 
FUG) 100] (1 eee AM eee trier MOENEL cet auc nbar BAEC Onna ceehne cop oodooadcoor 559 483 3,165 27133 17.66 17.67 
Other terns § ovsscscsaeanchetaie tare eee ae ae oa eee ier nectar eee 210 229 = = = = 
12) | BRD RRC ER ORO CP rn vacA Sinica indccte GOAT RG OEE AEAT AGG once teanecane $5,446 $5,261 149,557 143,613 3.50 3.50 
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Petroleum and chemicals 

Revenues for the year ended December 31, 2000 increased by $16 mil- 
lion, or 2%, over 1999. Growth in 2000 was mainly due to increased 
demand for petroleum gas, industrial chemicals and petrochemicals. 
Growth was also driven by increased production from plant expansions 
in the petroleum products segments. Weak market demand for polyvinyl 
chloride (PVC plastics) and related chemicals and sulfur exports to the 
United States partially offset these gains. The revenue per revenue ton 
mile decrease of 1% for 2000 was mainly due to changes in some con- 
tract and rate structures. 


Metals and minerals 

Revenues for the year ended December 31, 2000 decreased by $6 million, 
or 2%, as compared to 1999. The decline in 2000 reflects lower finished 
steel shipments due, in particular, to fewer pipeline projects in western 
Canada and customer production shutdowns in 2000. This is partially 
offset by market share gains in, as well as strength from, both the overall 
steel markets in the first half of 2000 and concentrate markets during 
2000. The revenue per revenue ton mile decrease of 1% for 2000 was 
mainly due to an increase in the average length of haul. 


Forest products 

Revenues for 2000 grew by $13 million over 1999, representing a 

1% increase. Market share gains, as well as solid demand in the paper 
segment, drove growth in 2000. Declining lumber shipments due to 
weaker commodity prices and fewer housing starts in the United States 
compared to 1999 partially offset these gains. The revenue per revenue 
ton mile decrease of 3% for 2000 can be attributed to an increase in 
the average length of haul. Rate pressure as a result of consolidations 
in the forest products industry was also a contributing factor. 


Coal 

Revenues for the year ended December 31, 2000 decreased by $74 mil- 
lion, or 18%, from 1999. Continued weak market conditions for Canadian 
export coal resulted in lower shipments from, and closures of, certain 
CN-served coal mines. This was compounded by further rate reductions 
which were tied to coal prices. The revenue per revenue ton mile decrease 
of 4% for 2000 was mainly due to reduced freight rates tied to contracted 
coal prices. 
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Grain and fertilizers 

Revenues for 2000 increased by $70 million, or 7%, over 1999. The 
increase in 2000 was mainly driven by strong Canadian wheat and barley 
exports, as well as U.S. and Canadian oil seed exports. Revenue per 
revenue ton mile decreased by 3% for 2000 mainly due to a decline in 
grain rates in Canada and a shift to longer haul traffic. 


Intermodal 

Revenues in 2000 increased by $109 million, or 13%, in comparison 
to the year ended December 31, 1999. Increased container trade 
through the ports of Vancouver and Halifax and market share gains 
drove the growth in the international segment. The domestic segment 
benefited from strength in the North American economy as well as 
market share gains through enhanced service offerings. The revenue 
per revenue ton mile increase of 1% for 2000 is mainly due to a shift 
to higher yielding traffic. 


Automotive 

Revenues for the year ended December 31, 2000 increased by $76 mil- 
lion, or 16%, over 1999. The increase in revenues for 2000 reflects strong 
North American vehicle sales during the first nine months of 2000 and 
one-time gains due, in part, to competitors’ service problems. The 
revenue per revenue ton mile for 2000 remained relatively unchanged 
despite an increase in the average length of haul, due to growth of 
higher yielding traffic. 


Other items 

Revenues for the year ended December 31, 2000 decreased by $19 mil- 
lion over 1999. The majority of the 8% decrease was attributable to a 
non-recurring branch line subsidy payment from the Canadian Transport- 
ation Agency (CTA) received in 1999 relating to a claim for unprofitable 
lines. This was partially offset by increased revenues in 2000 for com- 
muter services. 
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Operating expenses 
Operating expenses amounted to $4,061 million in 2000 compared to 
$4,028 million in 1999. Operating expenses remained relatively flat with 


an increase of $33 million, or less than 1%, due predominantly to signifi- 
cantly higher fuel costs and depreciation, partially offset by reductions in 
all other expense categories. 


Dollars in millions Year ended December 31, 2000 1999 
% of % of 
Amount revenue Amount revenue 
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Labor and fringe benefits: Labor and fringe benefit expenses in 2000 
decreased by $27 million, or 2%, as compared to 1999. The decrease 
was mainly attributable to the Company's reduced workforce and lower 
pension related expenses, partially offset by wage increases in 2000. 


Purchased services: Costs of purchased services increased by $4 million, 
or 1%, in 2000 as compared to 1999. The increase was mainly due 

to higher consulting and professional fees related to a proposed combi- 
nation in 2000. This was partially offset by a new directional running 
agreement and higher recoveries from joint facilities. 


Depreciation and amortization: Depreciation and amortization 

expense in 2000 increased by $12 million, or 3%, as compared to 1999. 
The increase was due to the impact of net capital additions and the 
acquisition, at the end of 1999, of certain equipment formerly under 
operating leases. 


Fuel: Fuel expense in 2000 increased by $141 million, or 46%, as com- 
pared to 1999. This was largely due to a 43% increase in the average 
fuel price (net of the Company's fuel hedging program) as well as an 
increase in traffic volumes. An improvement in fuel efficiency partially 
offset the higher fuel costs. 
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Equipment rents: These expenses decreased by $44 million, or 13%, 

in 2000 as compared to 1999. The decrease was mainly attributable to 
continuing improvements in asset utilization as a result of the Company's 
service plan and the acquisition of certain equipment formerly under 
operating leases. This was partially offset by higher volumes and more 
foreign cars on-line. 


Material: Material costs in 2000 remained relatively unchanged from 
the 1999 level with only a 1% increase. 


Operating taxes: Operating taxes decreased by $15 million, or 9%, in 
2000, mainly as a result of lower municipal property taxes and a refund 
of prior years’ sales tax. This was partially offset by higher diesel fuel 
taxes resulting from increased volumes. 


Casualty and other: These expenses decreased by $41 million, or 16%, 
in 2000 as compared to 1999. Lower expenses for environmental mat- 
ters, damaged equipment as well as various one-time recoveries largely 
drove the decrease. This was partially offset by higher casualty and legal 
costs and bad debt expense. 
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Other 
Interest expense: Interest expense of $295 million for the year ended 
December 31, 2000 remained relatively unchanged from the 1999 level. 


Other income: In 2000, the Company recorded other income of $126 mil- 
lion compared to $48 million in 1999. This increase was mainly due to 
the Company's gain on the exchange of its minority equity investments 
in certain joint venture companies for shares of 360networks Inc. 


Income tax expense: The Company recorded an income tax expense of 
$442 million in 2000 compared to $370 million in 1999. The effective 
income tax rate was 36.3% for 2000 and 38.0% in 1999. The reduced 
effective tax rate in 2000 reflects lower overall income taxes applicable 
to CN and its subsidiaries’ operations in certain jurisdictions. 


Liquidity and capital resources 


Operating activities: Cash provided from operations was $1,232 million 
for the year ended December 31, 2001 compared to $1,128 million for 
2000. Net income, excluding non-cash items, generated cash of $1,599 
million in 2001, up from $1,329 million in 2000. Cash from operations 
included an increase in net proceeds of $133 million from the Company's 
accounts receivable securitization program. Cash generated in 2001 and 
2000 was partially consumed by payments with respect to workforce 
reductions of $169 million and $189 million, respectively, and income tax 
payments of $63 million and $101 million, respectively. The provision for 
workforce reductions amounted to $491 million as at December 31, 
2001. Cash payments with respect to these workforce reduction accruals 
are expected to be approximately $151 million in 2002. 


Investing activities: Cash used by investing activities in 2001 amounted 
to $1,764 million compared to $586 million in 2000. Investing activities 
included $1,278 million related to the acquisition of WC as at October 9, 
2001 and proceeds of $112 million from the sale of DRT. Net capital 
expenditures amounted to $638 million for the year ended December 31, 
2001, relatively unchanged from 2000. Net capital expenditures included 
expenditures for roadway renewal, rolling stock, and other capacity and 
productivity improvements. 

The Company anticipates that capital expenditures for 2002 will 
remain at approximately the same level as 2001. This will include funds 
required for ongoing renewal of the basic plant and other acquisitions 
and investments required to improve the Company's operating efficiency 
and customer service. 

As at December 31, 2001, the Company had commitments to acquire 
railroad ties at a cost of $28 million, rail at a cost of $20 million and 
freight cars at a cost of $4 million. 
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Dividends: During 2001, the Company paid dividends totaling $174 mil- 
lion to its shareholders at the rate of $0.195 per share per quarter on the 
common shares and 5.25% per year on the convertible preferred securities. 


Financing activities: Cash provided from financing activities totaled 
$740 million for the year ended December 31, 2001 compared to cash 
used of $681 million in 2000. The increase was mainly due to the 
issuance of debt securities in two series, U.S.$400 million (Cdn$629 mil- 
lion) 6.375% Notes due 2011 and U.S.$200 million (Cdn$314 million) 
7.375% Debentures due 2031. At December 31, 2001, the Company had 
U.S.$400 million remaining for issuance under its currently effective 
shelf registration statement. In 2001, the Company did not repurchase 
any common shares under the share repurchase program, whereas in 
2000, $529 million was used to repurchase common shares as part of 
the share repurchase program. During 2001, the Company recorded 

$91 million in capital lease obligations ($149 million in 2000) for capital 
leases related to new equipment and the exercise of purchase options 
on existing equipment. 


Acquisition of Wisconsin Central Transportation Corporation 


On January 29, 2001, the Company, through an indirect wholly owned 
subsidiary, and WC entered into a merger agreement (the Merger) pro- 
viding for the acquisition of all of the shares of WC by the Company for 
an acquisition cost of $1,297 million (U.S.$831 million). The Merger was 
approved by the shareholders of WC at a special meeting held on April 4, 
2001. On September 7, 2001, the U.S. Surface Transportation Board (STB) 
rendered a decision, unanimously approving the Company's acquisition 
of WC. On October 9, 2001, the Company completed its acquisition of 
WC and began a phased integration of the companies’ operations. The 
acquisition was financed by debt and cash on hand. 

The Merger involves the integration of two previously independent 
businesses to provide shippers enhanced rail services over a coordinated 
network. There can be no assurance that the Company and WC will be 
able to coordinate their businesses without encountering operational dif- 
ficulties or experiencing the loss of key CN or WC employees or cus- 
tomers, or that there will be realization of rail service and other 
efficiencies or synergies that are expected to be derived from the Merger. 

The Company accounted for the Merger using the purchase method 
of accounting as required by the Canadian Institute of Chartered 
Accountants (CICA) Handbook Section 1581 “Business Combinations.” 
As such, the Company's consolidated financial statements include the 
assets, liabilities and results of operations of WC as of October 9, 2001, 
the date of acquisition. The impact of the results of the final valuation of 
WC's assets and liabilities and changes in accounting practices are not 
expected to have a material impact on the results of operations. 
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Share repurchase program 


On January 23, 2001, the Board of Directors of the Company approved a 
share repurchase program which allowed for the repurchase of up to 10 
million common shares between January 31, 2001 and January 30, 2002 
pursuant to a normal course issuer bid, at prevailing market prices. 

At December 31, 2001, the Company had not repurchased any common 
shares under the share repurchase program. 


Recent accounting pronouncements 


In August 2001, the CICA issued Handbook Section 3062, “Goodwill and 
Other Intangible Assets.” Effective for the Company's fiscal year begin- 
ning January 1, 2002, the section changes the accounting for goodwill 
from an amortization method to an impairment-only approach. In addi- 
tion, this section requires acquired intangible assets to be separately 
recognized if the benefit of the intangible assets are obtained through 
contractual or other legal right, or if the intangible assets can be sold, 
transferred, licensed, rented or exchanged. The Company does not expect 
this section to have a material impact on its financial statements. 

In December 2001, the CICA issued Accounting Guideline 13 
“Hedging Relationships.” Effective for the Company's fiscal year begin- 
ning January 1, 2003, for the purpose of applying hedge accounting, the 
guideline provides guidance on the identification, designation, documen- 
tation and effectiveness of hedging relationships. The guideline also 
addresses the discontinuance of hedge accounting. The Company does 
not expect this guideline, when adopted, to have a material impact on 
_ its financial statements. 

In December 2001, the CICA issued Handbook Section 3870, “Stock- 
Based Compensation and Other Stock-Based Payments.” Effective for 
the Company's fiscal year beginning January 1, 2002, the new section 
requires the use of a fair-value based approach of accounting for 
certain specified stock-based awards. For all other employee stock-based 
awards, the section encourages but does not require that a fair-value 
based approach be used. The section also addresses the accounting for 
stock appreciation rights and awards to be settled in cash, other finan- 
cial assets and equity. The Company does not expect this section to have 
an initial material impact on its financial statements upon adoption. 
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Certain information included in this report may be “forward-looking 
statements” within the meaning of the United States Private Securities 
Litigation Reform Act of 1995. Such forward-looking statements are not 
guarantees of future performance and involve known and unknown risks, 
uncertainties and other factors which may cause the outlook, the actual 
results or performance of the Company or the rail industry to be materi- 
ally different from any future results or performance implied by such 
statements. Such factors include the factors set forth below as well as 
other risks detailed from time to time in reports filed by the Company 
with securities regulators in Canada and the United States. 


Competition 

The Company faces significant competition from a variety of carriers, 
including Canadian Pacific Railway Company which operates the other 
major rail system in Canada, serving most of the same industrial and 
population centers as the Company, long distance trucking companies 
and, in certain markets, major U.S. railroads and other Canadian and U.S. 
railroads. Competition is generally based on the quality and reliability of 
services provided, price, and the condition and suitability of carriers’ 
equipment. Competition is particularly intense in eastern Canada where 
an extensive highway network and population centers, located relatively 
close to one another, have encouraged significant competition from 
trucking companies. In addition, much of the freight carried by the 
Company consists of commodity goods that are available from other 
sources in competitive markets. Factors affecting the competitive position 
of suppliers of these commodities, including exchange rates, could mate- 
rially adversely affect the demand for goods supplied by the sources 
served by the Company and, therefore, the Company’s volumes, revenues 
and profit margins. 

To a greater degree than other rail carriers, the Company's sub- 
sidiary, Illinois Central Railroad Company (ICRR), is vulnerable to barge 
competition because its main routes are parallel to the Mississippi River 
system. The use of barges for some commodities, particularly coal and 
grain, often represents a lower cost mode of transportation. Barge com- 
petition and barge rates are affected by navigational interruptions from 
ice, floods and droughts, which can cause widely fluctuating barge rates. 
The ability of ICRR to maintain its market share of the available freight 
has traditionally been affected by the navigational conditions on the river. 


Canadian GAAP 


Management’ Discussion and Analysis 


In recent years, there has been significant consolidation of rail sys- 
tems in the United States. The resulting larger rail systems are able to 
offer seamless services in larger market areas and effectively compete 
with the Company in certain markets. There can be no assurance that the 
Company will be able to compete effectively against current and future 
competitors in the railroad industry and that further consolidation within 
the railroad industry will not adversely affect the Company's competitive 
position. No assurance can be given that competitive pressures will not 
lead to reduced revenues, profit margins or both. 


Environment 

The Company's operations are subject to federal, provincial, state, 
municipal and local regulations under environmental laws and regula- 
tions concerning, among other things, emissions into the air; discharges 
into waters; the generation, handling, storage, transportation, treatment 
and disposal of waste, hazardous substances and other materials; 
decommissioning of underground and aboveground storage tanks; and 
soil and groundwater contamination. A risk of environmental liability is 
inherent in the railroad and related transportation operations; real estate 
ownership, operation or control; and other commercial activities of the 
Company with respect to both current and past operations. As a result, 
the Company incurs significant compliance and capital costs, on an 
ongoing basis, associated with environmental regulatory compliance and 
clean-up requirements in its railway operations and relating to its past 
and present ownership, operation or control of real property. 

While the Company believes that it has identified the costs likely to 
be incurred in the next several years, based on known information, for 
environmental matters, the Company's ongoing efforts to identify poten- 
tial environmental concerns that may be associated with its properties 
may lead to future environmental investigations, which may result in 
the identification of additional environmental costs and liabilities. 

In the operation of a railroad, it is possible that derailments, explo- 
sions or other accidents may occur that could cause harm to human 
health or to the environment. As a result, the Company may incur costs 
in the future, which may be material, to address any such harm, includ- 
ing costs relating to the performance of clean-ups, natural resource 
damages and compensatory or punitive damages relating to harm to 
individuals or property. 
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The ultimate cost of known contaminated sites cannot be definitely 
established, and the estimated environmental liability for any given site 
may vary depending on the nature and extent of the contamination, 
the available clean-up technique, the Company's share of the costs and 
evolving regulatory standards governing environmental liability. Also, 
additional contaminated sites yet unknown may be discovered or future 
operations may result in accidental releases. For these reasons, there can 
be no assurance that material liabilities or costs related to environmental 
matters will not be incurred in the future, or will not have a material 
adverse effect on the Company's financial position or results of opera- 
tions in a particular quarter or fiscal year, or that the Company's liquidity 
will not be adversely impacted by such environmental liabilities or costs. 

As at December 31, 2001, the Company had aggregate accruals for 
environmental costs of $112 million ($85 million at December 31, 2000). 
The Company has not included any reduction in costs for anticipated 
recovery from insurance. 


Legal actions 

In the normal course of its operations, the Company becomes involved in 
various legal actions, including claims relating to contractual obligations, 
personal injuries, damage to property and environmental matters. Work- 
related injuries to employees, including occupational related claims, 

are a significant expense for the railroad industry in the United States. 
Employees of the Company in the United States are therefore compen- 
sated according to the provisions of the Federal Employers’ Liability 

Act (FELA) which provides for the finding of fault, unscheduled awards 
and reliance on the jury system. The Company maintains, and regularly 
updates, casualty provisions for such items, which it considers to be 
adequate. The final outcome with respect to actions outstanding or pend- 
ing as at December 31, 2001 cannot be predicted with certainty, and 
therefore, there can be no assurance that their resolution and any future 
claims will not have a material adverse effect on the Company's financial 
position or results of operations in a particular quarter or fiscal year. 


Labor negotiations 

Labor agreements with all Canadian unions expired on December 31, 
2000. By January 2002, the Company had achieved ratified settlements 
with four of the labor organizations representing about 9,000 of the 
Company's approximately 14,350 Canadian unionized employees: the 
Brotherhood of Maintenance of Way Employees, the Canadian National 
Railway Police Association, the International Brotherhood of Electrical 
Workers and the Canadian Auto Workers. These agreements are for a 
three-year period effective until December 31, 2003. 
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Agreements reached by the Company with the United Transporta- 
tion Union (UTU) and the Brotherhood of Locomotive Engineers (BLE), 
which are part of the Canadian Council of Railway Operating Unions 
(CCROU) (approximately 4,900 employees), are subject to ratification. 
The Company and the Rail Canada Traffic Controllers (RCTC) (approxi- 


mately 250 employees) are still in conciliation and negotiations continue. 


The unions representing the employees of Algoma Central Railway Inc. 
(approximately 140 employees) negotiate collectively under the auspices 
of a Council of Trade Unions (the Council). The Company is currently in 
conciliation with the Council and negotiations are ongoing. Although the 
Company currently believes it can achieve ratified agreements with the 
CCROU, RCTC and the Council, there can be no assurance that their 
resolution will not have a material adverse effect on the Company's 
financial position or results of operations. 

The general approach to labor negotiations by U.S. Class 1 railroads 
is to bargain on a collective national basis. For several years now, Grand 
Trunk Western (GTW), Duluth, Winnipeg and Pacific (DWP), ICRR and 
CCP Holdings, Inc. (CCP) have bargained on a local basis rather than 
holding national, industry wide negotiations. Local negotiations result 
in settlements that better address both the employees’ concerns and 
preferences and the railways’ actual operating environment. There are 
risks associated with negotiating locally. Presidents and Congress have 
demonstrated that they will step in to avoid national strikes, while a 
local dispute may not generate federal intervention, making an extend- 
ed work stoppage more likely. The Company's management believes 
the potential mutual benefits of local bargaining outweigh the risks. 

As of December 2001, the Company had in place agreements with 
bargaining units representing approximately 55% of the unionized work- 
force at ICRR, 95% at GTW and DWP, 55% at CCP and 100% at WC. 
These agreements have various durations, ranging from 2002 to the end 
of 2004. Several of these agreements will reopen in 2002. 
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Negotiations are ongoing with the bargaining units with which the 
Company has not yet achieved new settlements. Until new agreements 
are reached, the terms and conditions of previous agreements continue 
to apply. Although the Company does not anticipate work action related 
to these negotiations while they are ongoing, there can be no assurance 
that their resolution will not have a material adverse effect on the 
Company's financial position or results of operations. 


Regulation 

The Company's rail operations in Canada are subject to regulation as to 
(i) rate setting and network rationalization by the Canadian Transporta- 
tion Agency (the CTA), under the Canada Transportation Act (Canada) 
(the Act), and (ii) safety by the federal Minister of Transport under the 
Railway Safety Act (Canada) and certain other statutes. The Company's 
U.S. rail operations are subject to regulation by the STB (the successor 
to the Interstate Commerce Commission) and the Federal Railroad 
Administration. In addition, the Company is subject to a variety of 
health, safety, labor, environmental and other regulations, all of which 
can affect its competitive position and profitability. 

The CTA Review Panel, which was appointed by the federal govern- 
ment to carry out a comprehensive review of the Canadian transporta- 
tion legislation, including the Act, issued its report to the Minister of 
Transport at the end of June 2001. It was released to the public on July 18, 
2001 and contains numerous recommendations for legislative changes 
which, if adopted, would affect all modes of transportation, including 
rail. No assurance can be given that any decision by the federal govern- 
ment pursuant to the report's recommendations will not materially 
adversely affect the Company's financial position or results of operations. 
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Financial instruments 

Although the Company conducts its business and receives revenues 
primarily in Canadian dollars, a growing portion of its revenues, expenses, 
assets and debt are denominated in U.S. dollars. Thus, the Company's 
results are affected by fluctuations in the exchange rate between these 
currencies. Changes in the exchange rate between the Canadian dollar 
and other currencies (including the U.S. dollar) make the goods trans- 
ported by the Company more or less competitive in the world market- 
place and thereby affect the Company's revenues. 

The Company has limited involvement with derivative financial 
instruments and does not use them for trading purposes. Collateral or 
other security to support financial instruments subject to credit risk is 
usually not obtained. However, the credit standing of counterparties is 
regularly monitored. 

To mitigate the effects of fuel price changes on its operating margins 
and overall profitability, the Company has a systematic hedging program 
which calls for regularly entering into swap positions on crude and heat- 
ing oil to cover a target percentage of future fuel consumption up to 
two years in advance. 

The realized gains and losses from the Company's fuel hedging 
activities were a $6 million loss and a $49 million gain for the years 
ended December 31, 2001 and 2000, respectively. Hedging positions 
and credit standings of counterparties are monitored, and losses due to 
counterparty non-performance are riot anticipated. At December 31, 
2001, the Company hedged approximately 45% of the estimated 2002 
fuel consumption and 25% of the estimated 2003 fuel consumption. This 
represented approximately 264 million U.S. gallons at an average price 
of U.S.$0.607 per U.S. gallon. Unrealized losses from the Company's fuel 
hedging activities were $38 million and $17 million as at December 31, 
2001 and 2000, respectively. 
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Other risks 

In any given year, the Company, like other railroads, is susceptible to 
changes in the economic conditions of the industries and geographic 
areas that produce and consume the freight it transports or the supplies 
it requires to operate. In addition, many of the goods and commodities 
carried by the Company experience cyclicality in the demand for them. 
However, many of the bulk commodities the Company transports move 
offshore and are impacted more by global economic conditions than 
North American economic cycles. The Company's results of operations 
can be expected to reflect this cyclicality because of the significant 
fixed costs inherent in railroad operations. The Company's revenues 
are affected by prevailing economic conditions. Should an economic 
slowdown or recession occur and continue in North America or other 
key markets, or should major industrial restructuring take place, the 
volume of rail shipments carried by the Company is likely to be 
materially affected. 

In addition to the inherent risks of the business cycle, the Company 
is occasionally susceptible to severe weather conditions. For example, 
in the first quarter of 1998, a severe ice storm hit eastern Canada, 
which disrupted operations and service for the railroad as well as for 
CN customers. 

Generally accepted accounting principles require the use of histori- 
cal cost as the basis of reporting in financial statements. As a result, 
the cumulative effect of inflation, which has significantly increased 
asset replacement costs for capital-intensive companies such as CN, is 
not reflected in operating expenses. Depreciation charges on an infla- 
tion-adjusted basis, assuming that ail operating assets are replaced at 
current price levels, would be substantially greater than historically 
reported amounts. 
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Management Report 


The accompanying consolidated financial statements of Canadian 
National Railway Company and all information in this annual report are 
the responsibility of management and have been approved by the Board 
of Directors. 

The financial statements have been prepared by management in con- 
formity with generally accepted accounting principles in Canada. These 
statements include some amounts that are based on best estimates and 
judgments. Financial information used elsewhere in the annual report is 
consistent with that in the financial statements. 

Management of the Company, in furtherance of the integrity and 
objectivity of data in the financial statements, has developed and main- 
tains a system of internal accounting controls and supports an extensive 
program of internal audits. Management believes that this system of 
internal accounting controls provides reasonable assurance that financial 
records are reliable and form a proper basis for preparation of financial 
statements, and that assets are properly accounted for and safeguarded. 

The Board of Directors carries out its responsibility for the financial 
statements in this report principally through its Audit and Finance 
Committee, consisting solely of outside directors. The Audit and Finance 
Committee reviews the Company's consolidated financial statements and 
annual report and recommends their approval by the Board of Directors. 
Also, the Audit and Finance Committee meets regularly with the Chief, 
Internal Audit, and with the shareholders’ auditors. 

These consolidated financial statements have been audited by 
KPMG ttp, who have been appointed as the sole auditors of the 
Company by the shareholders. 


Co 
Claude Mongeau 
Executive Vice-President and Chief Financial Officer 


January 22, 2002 


Fede 


Serge Pharand 
Vice-President and Corporate Comptroller 


January 22, 2002 
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Auditors’ Report 


To the shareholders of Canadian National Railway Company 


We have audited the consolidated balance sheets of Canadian National 
Railway Company as at December 31, 2001 and 2000 and the consoli- 
dated statements of income, changes in shareholders’ equity and cash 
flows for each of the years in the three-year period ended December 31, 
2001. These financial statements are the responsibility of the Company's 
management. Our responsibility is to express an opinion on these finan- 
cial statements based on our audits. 

We conducted our audits in accordance with Canadian and United 
States of America generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assur- 
ance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant esti- 
mates made by management, as well as evaluating the overall financial 
statement presentation. 

In our opinion, these consolidated financial statements present fairly, 
in all material respects, the financial position of the Company as at 
December 31, 2001 and 2000, and the results of its operations and its 
cash flows for each of the years in the three-year period ended 
December 31, 2001, in accordance with Canadian generally accepted 
accounting principles. 

On January 22, 2002, we reported separately to the Board of 
Directors of the Company on consolidated financial statements for the 
same period, prepared in accordance with United States generally 
accepted accounting principles. 


KPME wLP 


KPMG LLP 
Chartered Accountants 


Montreal, Canada 
January 22, 2002 
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Consolidated Statement of Income 


In millions, except per share data 


Year ended December 31, 2001 2000 1999 
Revenues 
| CUTL.GTTIDEIN IGS TGA Swale ane SoA pees eee cE or rs $ 923 $ 894 $ 878 
Re Cit eM BMINCUS eee creo a5 vendssa hulats Sats ov ds gulemsocin gauge das illta Gos ceeeceddawhe 458 392 398 
MOE Wai NC cree erties feo)? Neat acy valeray v vt ves va «vba dbdoadatinsiee soudegtavebeseeee. son) 1,088 1,008 995 
Re a EE SE eae ycsliic es dn wa ncdenseauiscwss okie sues uncles secvncsecedeecuinbaeees 338 328 402 
(OR DETOUR HENGE... Jc 5 Sing taco Oca En oe cr cr 1,161 1,136 1,066 
ETC SL - 2 8c tte acre Ris cA rr rr 969 919 810 
LONE TSRENKE -oo. satevach oer SSAC Oa Oe | Sen ae ec 520 559 483 
CUTE SINS «cous sede asc Sonatas 4 eS SOBAOE (cee eae eae 195 210 229 
Breen WMI NC sem TT Heo eee foes 5 cu Gao wad cobs veducndasinedb wicca cect cuctetew. 5,652 5,446 5,261 
Operating expenses 
DEM Ne We eALAG TAN MSE EEFNC HLS cect PN Rn TAR rd ete oe cre sw nteyasned a aah oa gio eR kp Sra ereaty now edees vac 1,726 1,684 Al 
Best ee SURS CLV WC Site EO Bereta tr 2P oes Gos so  vidnls + < concn vivre ou Ga ku sunset dcedueuewletewine 546 595 591 
DepreciationrandramMOntizavonimprmentt err e creat are hia. ack ose os somisMicsurss naceesacsiceanmees 463 412 400 
TUG ow oo caacoonidics Sead oeeAt OBC ARS SHE > SMSC EEI re Te ay eaten nen ee 485 450 309 
EUNICE EN ES MEPS a eater ent e ac Saale enanife ats AQsun oleh plea esas awS bine a veenae aoeReaweiodne 314 291 335 
Matelia teeeeennneEme tana SERPs c ae che ae oe ke rier ecient sateen ae wadine Caaieaaimedr ones 265 263 260 
Operating taxes....... Reet LT Ieee TREN eh yc tars at clagale te oor eyes siepeca ete eld cee aleeimydic erAstelaimneteanihes Pemiouiwleee's & 158 158 173 
Nob oS) STE IO, de aig Sic tic a he CRABS ee Ce OR ne 231 208 249 
SC CHMIC HT MCIEM VOLON) 2) MMEMM eS SRR So Oise ace Mo hae nt pi cate nada ek oad cn eA 98 - - 
Be Ca OMe aR 2X SO SEN INE MEE oo oY cig evict idan? nh iveslshsin acinca wo siesdin vam eoaadnkaramew temic ve tewee Se 4,286 4,061 4,028 
eta MICO G Meee Ler vein iene as mt wad edsh sade sunw abies an Zseed baaas Suse syaeaat ace 1,366 1,385 1,233 
ICERES HENIEMS UIC LCM Hey) Mee Re Petree fetcisrs sich ores syareasircoraroetstuiiaadeaGsnyaieswlocetdlushoyoxalcse lero tesa ofansecpasboelorciatdiravete' (312) (295) (308) 
DUNE SONS MOUS HD ccc cusp. be aOR a Oe EO ee St EMEC 65 126 48 
HTIGGINEAEE OF CRUIGO NI CALAN CS MMe tT eae cls eee ieioiele done, Deane uslewnenredeulgnea nels ats 1,119 1,216 973 
IIGOUIENCAXEEXDEIISCNCINOLCMIL/) Nepean errr tt vast Uist Jute tc. cele nip cic Qa egret es Gal Sei atoninmnerdia nition (392) (442) (370) 
REMWGORE: orcas sacnodadedns Toeane aophocae ene eee ee een ne ene et ea Sed 27, $ 774 $ 603 
ero ena IAT TE | INOLERIG) Be erent nae off ak are no co ce EE apne.ainiv daiwa c Vintvsanronaiede/eaieidlalts Sees 6 Ses.iz $ 3.91 $ 3.03 
PIE emt Miera et SiGe INGTON) mace hn smtee) 145: cciamnonva suas nosey bs since exw eeneyn red ob ree ausariueres $ 3.62 $ 3.82 $ 2.98 


See accompanying notes to consolidated financial statements. 
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Consolidated Balance Sheet 


In millions December 31, 2001 2000 


Assets 


Current assets: 


Cash‘and cash equivalents: <i:.2.<ccueaesecssecatc assay ewaps conemniesulcose ance «selina ee tents ae ae see ate Sees $ 19 
Accountsreceivable: (Note 4) Sosnenoce cates cnet cs odes aoe cenG eee elec ert Ren cian cate ieee eeene te erncnnt 645 737 
Material amd Suppliesie? face. cuaiss cadets ds ene curs ware sstetnettetetart are uctetaact'o unc serieepoteta telat reate ae ects Oe ee eta at ee 133 110 
Deferred:incomestaxes. (NOLE 17)a2 see «cess ve ciereaisraase oe qnnies estes 2 eree oe mer ere taal ee teisle miter aeietene riots ler ererstateteter 153 116 

CO | ee RPT te tea ie ee enn rn iene ciara aria om in noe GORI Sone CoN GamA comand 180 143 
1,164 15) 

Properties (NOfE5) oncux< Sect enscos gun Soe’ vests wm tpey So tisic icteta Se os gee sete aa a resect ef meat ate tay ae eee 16,723 13,583 
Otheriassets.and deferred ichargesi(Note'6) aceemdesneceas reece eee nent teens eer resneeec ease eee eee Ee eEee 901 411 
D6) C2) set aE eT I eo Pe Rd cua oc cdo HGEMte o dombcmomoon cauude 6ONS. ae $18,788 $15,119 


Liabilities and shareholders’ equity 


Current liabilities: 


Accounts payable and accrued charges: (NOTE jis) cccrcatecatsccue ae aieuetces ate settee seeaiete Wa ietia oe eee irae treet $ 1,374 $ 1,393 
Gurrent'portion of. long-term. debt;(Notes1 0) tee sachemseceeeneine eccentricities reetrenreCnce Cr eener es 163 434 
6] erence eer rae time de rin rocraron conn ae anna meso atacand joohdaarmonddonno abavenadsecddosoes 101 88 
1,638 1,915 

Deferrad incomevitaxes: (NOLO 17) ai easier eee ee ae en eae 3,729 2,486 
Other liabilities andideferred! credits (Note 9) Pijessaar cee snes cncotele setecni lactate eters niece cere ieee meet 1,296 1,193 
Lofig-term debt (Note 10) 3025 ..deicecneds ses sciuacsatnanmatata dace Matt ieee setae ee mee ene Re ee tn eer tn tee cee eR 5,764 3,886 


Shareholders’ equity: 


Comimon: sharess(Note’t 1) cS. 40 ue ease Seaaentessrtaios tlecnecaeierca ee eee Tare net oiere an eat eet ee 3,209 3,124 
Convertible preterned:securitiesh(Note 1,1) sacawmreenn cteae ace rRcetee Pee er nee EERE RCE EE EEE EEE EERE Eee re Ere 327 327 
Contributed Surplus. oz: 2. cdcschtuetea ca siodeca’ah. vec cha Hmeetione cc oe een OEE eet ne Te 178 178 
CUITENCY TAPISLAUHOR ts’. isda htg se aeS ere boned ale Sed ho cet once rete aE ee 133 61 
Retained! earnings: ia. aekesvc fenced s « ainee tele is@inee tech eee aetna aI ted Ger ates oe ee eee a 2,514 1,949 
6,361 5,639 

Total jiabilities‘and shareholders’ equsty ict i.canvusu- cau. sco eeae) 4 eee ee $18,788 $15,119 


On behalf of the Board: 


David G.A. McLean Paul M. Tellier 


Director Director 


See accompanying notes to consolidated financial statements. 


82 Canadian National Railway Company Canadian GAAP 


Consolidated Statement of Changes in Shareholders’ Equity 


Issued and 
Issued and outstanding 
outstanding convertible Convertible Total 
common preferred Common preferred Contributed § Currency Retained shareholders’ 
In millions shares securities shares securities surplus translation earnings equity 
Balances December 31, 1998 ......... 191.8 - $ 2,873 $ - $ 190 Sey $ 1,221 $4,291 
Cumulative effect of changes 
in accounting policy (Note 2)...... - - - = = = (71) (71) 
NG GINCOM Chemrerteiiartstaaacmeistuns teers: - - - = = = 603 603 
Shares issued (Note 17)............... 9.2 46 404 327 - - - 731 
Stock options exercised (Note 77, 12). 1.4 - 34 - _ = = 34 
Gurrency thanslationWenseaesseee sca: - - - - - - (16) - (16) 
Dividends ($0.60 per share) ........... - - - - - - (118) (118) 
Dividends on convertible 
preferred securities................. - - - - - - (9) (9) 
Balances December 31, 1999......... 202.4 4.6 Sanit 327 190 (9) 1,626 5,445 
Netincomebermss.rect en tane ate acs: - ~ ~ - - : - 774 774 
Stock options exercised (Note 11, 12). 152 - 26 - - - - 26 
Share repurchase program (Note 77).. (13.0) ~ (213) - (12) ~ (304) (529) 
Gunrencyitranslationmemesseee see rr = = = = = 70 = 70 
Dividends ($0.70 per share) ........... - - - - - ~ (136) (136) 
Dividends on convertible 
preferred securities................. = - - = - - (11) (11) 
Balances December 31, 2000.......... 190.6 4.6 3,124 327 178 61 1,949 5,639 
NeisincOMe@urnmnmemaitan tr mer ts. - - = = = = 727 727 
Stock options exercised (Note 11, 12). 2, - 85 - - - - 85 
CUM WEDSEWOM soopccannasses0094 - - - = = 72 - 72 
Dividends ($0.78 per share) ........... - - - - - - (150) (150) 
Dividends on convertible 
preferred securities................. - - - - - - (12) (12) 
Balances December 31, 2001......... 192.7 4.6 $3,209 $327 $178 $133 $2,514 $6,361 


See accompanying notes to consolidated financial statements. 
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Consolidated Statement of Cash Flows 


In millions Year ended December 31, 2001 2000 1999 
Operating activities 
NOt INCOME. «covcoe so cea keel e RSe ea eck Peete vin a cierl Olt a me ee Dto eae ae eet SEE Enc goa ce neem So 727 $ 774 $ 603 
Non-cash items in income: 
Depreciation and amortization (Note 18) ...........cscscneneeenentceeeec erst eeseeeeeseeneeseeens 469 421 407 
Deferred income taxes (NOte{1 7)! .es.ce cast oes cereter ee eea eee eee ann tee eee LEE sree ener 307 218 325 
Gain on salevot investments (VOT@NT O) se eer ieeeee Unt nee eer erent inert te ttcreeere ti cts (101) (84) - 
Write-downok investment (Note 6-016) jaca sree cir tscrrramiectettetrrcteteterts tetetetetet terete tec retetann tee terete ctotae 99 - = 
Special charge (Note: 14)... 2.3 sess ovase unre ovleeltiee a o'2-Pertaese RMR e tere ae ne Oe ere oe 98 - = 
(0121 Gee en a ee A na atnaacdecan 4 Makadotion coe aiondasosooanenEaec - - (2) 
Changes in: 
Accountsereceivable: (Note:4)) 2 vonccstdncntnpnitte corernste tneemenio seat Saas sutaicterce er ranteteeier aerate 197 tal (156) 
Material and Supplies. &.. csinseecs «de scosmates renee nasties na eaRmree Anemos ele ee etate aera tesstebele risus tect 11 1 38 
Accounts payable and accrued charges (Note 8). .20 22. otc. sceocsnsun seems de cuetncnnee seu et (209) 21 64 
Othernet current assets and liabilitiespenwee, meee sce nceen nr eeee eR ReeeeREe rere nteee erent err (26) (39) (27) 
Payments for workforce reductions (NOt Q)iaiic.n-rca5 omc ane olsacinsrasleateteres cleiceenebauielen ate deanietae (169) (189) (219) 
0112 ee ne eerie Sete tres een one ey sole ocnomemunceeccnceemilsuoceeas carn (171) (72) (71) 
Cash provided tram operating’ activitieSsanrmnen.< seat eness <r eee ere carer eet CE CCE Ree eee Lees 1,232 1,128 962 
Investing activities 
Net additions to properties (Note: 18) -2easeeeaeeee acceea eer eee eee eer eer eer ERE ee reece re (638) (639) (646) 
Proceeds from disposaliof properticSccupene acces aeseet-Reenrt eee ce eee eee CECE errr enter tine letet 40 63 87 
Acquisition of Wisconsin Central Transportation Corporation (Note 3) ............cccceneeeeeeeeeennes (1,278) = = 
(0) 2) en enter eRe ART A Aan amnnpE oon on nnouonan ac oan dhe aatonouadsaogconnpecade 112 (10) 2 
Cashused by investing aCtiVities.rec: ne. ncemertenan ee coer ee een En aE ETE EERE eee (1,764) (586) (557) 
Dividends pate... cigagherts vdinry vets cee cute totus a eed ierocers eRe etaere eae ee nee et ene eee (174) (149) (127) 
Financing activities 
Issuance of long-term debt; ..<adures ca cata nies = ae werent ee ere tee 4,015 860 456 
Issuance of convertible preferred securities (Note 11) ...........cceeceeccecseuencceseeeeeunneceeeeess - - 327 
Reduction, of long-term debt... cc: «tenes geseutueyesmiee ances ahah ee Cae Re REE Cae een tee een (3,336) (1,038) (1,509) 
Issuance of commonishares:(NOte0 I 1) saensasaseeanceete te eeee erie eee ene eee eee enna 61 26 438 
Repurchase of commonjshares: (Note: 11)... 0 5<c .annseese ene ae ean ate - (529) = 
Cash provided from (used by) financing activities n.cnscayscov cscs caste ede ee 740 (681) (288) 
Net increase (decrease) ini cash’ and cash equivalents, incr. aaaensene sae eee ee ee 34 (288) (10) 
Cash and cash equivalents, beginning of year...........:sccsccccesseseecesceseecneeneesenervenstneneenes 19 307 317 
Cash and cash-equivalents, end of year. .csc2.s0nsee von yan aetna eee PS SE 19 $ 307 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


Canadian National Railway Company (CN or the Company), directly and through its subsidiaries, is engaged in the rail transportation business. 
CN spans Canada and mid-America, from the Atlantic and Pacific oceans to the Gulf of Mexico, serving the ports of Vancouver, Prince Rupert, 
B.C., Montreal, Halifax, New Orleans and Mobile, Alabama, and the key cities of Toronto, Buffalo, Chicago, Detroit, Duluth, Minnesota/Superior, 
Wisconsin, Green Bay, Wisconsin, Minneapolis/St. Paul, Memphis, St. Louis and Jackson, Mississippi, with connections to all points in North 
America. CN’s revenues are derived from the movement of a diversified and balanced portfolio of goods, including petroleum and chemicals, 
grain and fertilizers, coal, metals and minerals, forest products, intermodal and automotive. 


1 Summary of significant accounting policies 


These consolidated financial statements are expressed in Canadian dollars, 
except where otherwise indicated, and have been prepared in accordance 
with accounting principles generally accepted in Canada (Canadian 
GAAP). Significant differences between the accounting principles applied 
in the accompanying financial statements and those under United States 
generally accepted accounting principles (U.S. GAAP) are quantified and 
explained in Note 22 to the financial statements. The preparation of 
financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions 
that affect the reported amounts of revenues and expenses during the 
period, the reported amounts of assets and liabilities, and the disclosure 
of contingent assets and liabilities at the date of the financial state- 
ments. On an ongoing basis, management reviews its estimates, includ- 
ing those related to litigation, environmental liabilities, casualty claims, 
depreciation lives, income tax liabilities, pensions and post-retirement 
obligations, based upon currently available information. Actual results 
could differ from these estimates. 


A. Principles of consolidation 

These consolidated financial statements include the accounts of all sub- 
sidiaries, including Wisconsin Central Transportation Corporation (WC) for 
which the Company acquired control and consolidated effective October 9, 
2001. The Company's investments in which it has significant influence are 
accounted for using the equity method of accounting. 


B. Revenues 

Freight revenues are recognized on services performed by the Company, 
based on the percentage of completed service method. Costs associated 
with movements are recognized as the service is performed. 


C. Foreign exchange 

All of the Company's United States (U.S.) operations are classified as self- 
sustaining foreign entities with the U.S. dollar as their functional currency. 
The Company also has equity investments in international affiliates (United 
Kingdom, New Zealand and Australia) with their respective local currencies 
as their functional currencies. Accordingly, the U.S. operations’ assets and 
liabilities and the Company's foreign equity investments are translated 
into Canadian dollars at the rate in effect at the balance sheet date and 
the revenues and expenses are translated at average exchange rates dur- 
ing the year. All adjustments resulting from the translation of the foreign 
operations are recorded in Currency translation, which forms part of 
Shareholders’ equity. 
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The Company has designated all U.S. dollar denominated long-term 
debt of the parent company as a foreign exchange hedge of its net 
investment in U.S. subsidiaries. Unrealized foreign exchange gains and 
losses, from the date of designation, on the translation of the U.S. dollar 
denominated debt are also included in Currency translation. 


D. Cash and cash equivalents 

Cash and cash equivalents include highly liquid investments purchased 
three months or less from maturity and are stated at cost, which approx- 
imates market value. 


E. Accounts receivable 

Accounts receivable are recorded at cost net of the provision for doubt- 
ful accounts. Any gains or losses on the sale of accounts receivable are 
calculated by comparing the carrying amount of the accounts receivable 
sold to the total of the cash proceeds on sale and the fair value of the 
retained interest in such receivables on the date of transfer. Fair values 
are determined on a discounted cash flow basis. Costs related to the sale 
of accounts receivable are recognized in earnings in the period incurred. 


F. Material and supplies 

The inventory is valued at weighted-average cost for ties, rails, fuel and 
new materials in stores, and at estimated utility or sales value for usable 
secondhand, obsolete and scrap materials. 


G. Properties 

Railroad properties are carried at cost less accumulated depreciation 
including asset impairment write-downs. All costs of materials associated 
with the installation of rail, ties, ballast and other track improvements 
are capitalized to the extent they meet the Company's definition of “unit 
of property.” The related labor and overhead costs are also capitalized 
for the installation of new, non-replacement track. All other labor and 
overhead costs and maintenance costs are expensed as incurred. Related 
interest costs are charged to expense. Included in property additions are 
the costs of developing computer software for internal use. 
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Notes to Consolidated Financial Statements 


1 Summary of significant accounting policies (continued) 


The cost of railroad properties, less net salvage value, retired or 
disposed of in the normal course of business is charged to accumulated 
depreciation, in accordance with the group method of depreciation. The 
Company reviews the carrying amounts of properties whenever events or 
changes in circumstances indicate that such carrying amounts may not be 
recoverable based on future undiscounted cash flows or estimated net real- 
izable value. Assets that are deemed impaired as a result of such review 
are recorded at the lower of carrying amount or net recoverable amount. 


H. Depreciation 
The cost of properties, net of asset impairment write-downs, is depreci- 
ated on a straight-line basis over their estimated useful lives as follows: 


Asset class Annual rate 
ALEXA OE late Kor) Pacacnaonaceoncnacoonr cadocmooo. one agnEecrocopdnaanorauandeconddr 2% 
Rolling:Stockscenwectneentiactenie ech cine eis cents elds truce hcrac sates Gsciieen 3% 
Buildingsraind Othel sercrctraetue sistem nnratainanits aati teiiste aicislae create Srerairevcine samtoterone Ser 4% 


The Company follows the group method of depreciation and as 

such conducts comprehensive depreciation studies generally every three 
years to assess the reasonableness of the lives of properties based upon 
current information, including actual results of prior years. Such a study 
was conducted in 2001 for the Company's Canadian properties. The study 
did not have a significant effect on depreciation expense as the benefit 
of increased asset lives was offset by deficiencies in certain accumulated 
depreciation balances. 


|. Pensions 
Pension costs are determined using actuarial methods. Pension expense 
is charged to operations and includes: 


(i) the cost of pension benefits provided in exchange for employees’ 
services rendered during the year, 


(ii) the amortization of the initial net transition obligation on a straight- 
line basis over the expected average remaining service life of the 
employee group covered by the plans, 


(iii) the amortization of past service costs and amendments over the 
expected average remaining service life of the employee group 
covered by the plans, and 
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(iv) the interest cost of pension obligations, the return on pension fund 
assets, and the amortization of cumulative unrecognized net actuarial 
gains and losses in excess of 10% of the greater of the projected 
benefit obligation or market-related value of plan assets over the 
expected average remaining service life of the employee group 
covered by the plans. 


The pension plans are funded through contributions determined in 
accordance with the projected unit credit actuarial cost method. 


J. Post-retirement benefits other than pensions 

The Company accrues the cost of post-retirement benefits other than 
pensions. These benefits, which are funded by the Company as they 
become due, include life insurance programs, medical benefits, supple- 
mental pension allowances and free rail travel benefits. 

The Company amortizes the cumulative unrecognized net actuarial 
gains and losses in excess of 10% of the projected benefit obligation 
over the expected average remaining service life of the employee group 
covered by the plans. 


K. Derivative financial instruments 

The Company may use derivative financial instruments from time to 
time, in the management of its fuel, interest rate and foreign currency 
exposures. Gains or losses on such instruments entered into for the pur- 
pose of hedging financial risk exposures are deferred and amortized in 
the results of operations over the life of the hedged asset or liability or 
over the term of the derivative financial instrument. Income and expense 
related to hedged derivative financial instruments are recorded in the 
same category as that generated by the underlying asset or liability. 


L. Environmental expenditures 

Environmental expenditures that relate to current operations are expensed 
unless they relate to an improvement to the property. Expenditures that 
relate to an existing condition caused by past operations and which are 
not expected to contribute to current or future operations are expensed. 
Liabilities are recorded when environmental assessments and/or remedial 
efforts are likely, and when the costs, based on a specific plan of action 
in terms of the technology to be used and the extent of the corrective 
action required, can be reasonably estimated. 


M. Income taxes 

The Company follows the asset and liability method for accounting for 
income taxes. Under the asset and liability method, the change in the 
net deferred tax asset or liability is included in income. Deferred tax 
assets and liabilities are measured using substantively enacted tax rates 
expected to apply to taxable income in the years in which temporary 
differences are expected to be recovered or settled. 
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N. Recent accounting pronouncements 

In August 2001, the Canadian Institute of Chartered Accountants (CICA) 
issued Handbook Section 3062, “Goodwill and Other Intangible Assets.” 
Effective for the Company's fiscal year beginning January 1, 2002, the 
section changes the accounting for goodwill from an amortization method 
to an impairment-only approach. In addition, this section requires acquired 
intangible assets to be separately recognized if the benefit of the intan- 
gible assets are obtained through contractual or other legal right, or if the 
intangible assets can be sold, transferred, licensed, rented or exchanged. 
The Company does not expect this section to have a material impact on 
its financial statements. 

In December 2001, the CICA issued Accounting Guideline 13 “Hedging 
Relationships.” Effective for the Company's fiscal year beginning January 1, 
2003, for the purpose of applying hedge accounting, the guideline provides 
guidance on the identification, designation, documentation and effective- 
ness of hedging relationships. The guideline also addresses the discontin- 
uance of hedge accounting. The Company does not expect this guideline, 
when adopted, to have a material impact on its financial statements. 

In December 2001, the CICA issued Handbook Section 3870 “Stock- 
Based Compensation and Other Stock-Based Payments.” Effective for the 
Company's fiscal year beginning January 1, 2002, the new section requires 
the use of a fair-value based approach of accounting for certain specified 
stock-based awards. For all other employee stock-based awards, the sec- 
tion encourages but does not require that a fair-value based approach be 
used. The section also addresses the accounting for stock appreciation 
rights and awards to be settled in cash, other financial assets and equity. 
The Company does not expect this section to have an initial material 
impact on its financial statements upon adoption. 


2 Accounting changes 


The Company has made certain changes in accounting policies to conform 
to new accounting standards. 


2001 

In 2001, the Company early adopted the CICA amended recommendations 
of Section 1650 “Foreign Currency Translation.” The amended section 
eliminates the deferral and amortization of unrealized translation gains 
or losses on foreign currency denominated monetary items that have a 
fixed or ascertainable life extending beyond the end of a fiscal year. 
Translation gains or losses on the above items will now be recognized in 
net income for the current period. As required by the amended section, 
the Company has retroactively restated all prior period financial state- 
ments presented. The cumulative effect of the adoption of the amended 
section of $93 million ($62 million after tax) has been reflected as a 
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charge to opening retained earnings of 1999. The effect on net income 
for 2001, 2000 and 1999 was an increase of $1 million, $2 million, and 
$1 million, respectively. 


2000 

In 2000, the Company early adopted the CICA recommendations related 
to the presentation of earnings per share. The standard essentially harmo- 
nizes Canadian and U.S. standards, specifically in the areas of presenting 
earnings per share information, computing diluted earnings per share 
and disclosure requirements. The new standard requires restatement of 
prior year comparative information. 


1999 

In 1999, the Company adopted the CICA recommendations related to the 
accounting for employee future benefits. Specifically, the standard outlines 
guidance for the accounting for pension, post-retirement and workers’ 
compensation costs. In accordance with the transitional provisions of the 
new standard, the Company has applied the recommendations retroactively 
but has not restated comparative periods. The cumulative effect of the 
adoption of the new standard of $17 million ($9 million after tax) has 
been reflected as a charge to opening retained earnings. 


3 Acquisition of Wisconsin Central Transportation Corporation 


On January 29, 2001, the Company, through an indirect wholly owned 
subsidiary, and WC entered into a merger agreement (the Merger) pro- 
viding for the acquisition of all of the shares of WC by the Company for 
an acquisition cost of $1,297 million (U.S.$831 million). The Merger was 
approved by the shareholders of WC at a special meeting held on April 4, 
2001. On September 7, 2001, the U.S. Surface Transportation Board (STB) 
rendered a decision, unanimously approving the Company's acquisition 
of WC. On October 9, 2001, the Company completed its acquisition of 
WC and began a phased integration of the companies’ operations. The 
acquisition was financed by debt and cash on hand. 

The Company accounted for the Merger using the purchase method 
of accounting as required by CICA Handbook Section 1581 “Business 
Combinations.” As such, the Company's consolidated financial state- 
ments include the assets, liabilities and results of operations of WC as of 
October 9, 2001, the date of acquisition. The following table outlines the 
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3 Acquisition of Wisconsin Central Transportation 
Corporation (continued) 


estimated fair values of WC’s assets and liabilities acquired at acquisi- 
tion. The impact of the results of the final valuation of WC's assets and 
liabilities and changes in accounting practices are not expected to have 
a material impact on the results of operations. 


In millions October 9, 2001 


net income, basic and diluted earnings per share would have been 
$6,090 million, $763 million, $3.91 per basic share and $3.80 per diluted 
share, respectively for the year ended December 31, 2001 and $5,979 mil- 
lion, $784 million, $3.96 per basic share and $3.87 per diluted share, 
respectively for 2000. The pro forma figures do not reflect synergies, 

and accordingly, do not account for any potential increases in operating 
income, any estimated cost savings or facilities consolidation. 


Current assetsi men atcaracnsece ea CRCREsone er encbe neem nae ee eEeie tshEr $175 4 Account receivable 

ie) fi (3) panna dec onpEA pandaDeaqpononacc dbdopcaunednoongticaosEeadcodangorons 2,435 

Othenassets:and deferred charges ape. caseecectiteteeeiitastconiterrtstenisnirartesatet 433 In millions December 31, 2001 2000 
TotalrassetsracqUinedinmsancrieatmerclcrchsna-cecrec cen Gt ee reeta iter at 3,043 Freight 

Gurrent liabilities is cdacnantcmncotins norte soatrclocometercinieecetyemntiaton arenas aeteee 353 Thade@ Gx san duet decane omlane ieeonccabacaeateteteOneen eene etc $309 $470 

Deferred income-taxes:cer-caceursty cuties apie oatiserce Gite trae eer eean ea iaseeTe 743 ACcrued stcueinedatuaues eek aan aeae ee eee eee ree 119 81 

Other liabilities and deferred credits ...............sceceeeeeeeeeeeeeeeeeeenees 178° Nonztreight saicasmescstecinuitieals dine aacnienenee ene amacrine nceter 298 249 

oie pt Clinic [da ise moe rcnenne dOsaruonsoneedmandedon pudeco dean sino ontonoronenace: 472 726 300 
Total: liabilities: assUimed! tact cacueemmeeen tesa neiseaeemecsetya ese elena 1,740.8) Provision fon doubtiul-accOuntsiammenraserseeeee Eten eerie eeeeebeeacs (81) (63) 

Net assets acquired in states trernaceettastistecreelame emiats/armsepsevanyatte incisisrotees aes $1,297 $645 $737 


The Consolidated Statement of Income for the year ended December 31, 
2001 included $129 million of revenues, $34 million of operating income 
and $11 million of other income from WC. The acquisition of WC contributed 
$11 million ($0.06 per basic share or $0.05 per diluted share) to the 
Company's net income. 

If the Company had acquired WC on January 1, 2000, based on the 
historical amounts reported by WC, net of the amortization of the differ- 
ence between the Company's cost to acquire WC and the net assets of 
WC (based on preliminary estimates of the fair values of WC's properties 
and equipment, and estimates of their remaining useful lives, as well as 
estimates of the fair values of other WC assets and liabilities), revenues, 


5 Properties 


In millions 


December 31, 2001 


The Company has a five-year revolving agreement, expiring in 2003, 
to sell eligible freight trade receivables up to a maximum of $350 million 
of receivables outstanding at any point in time. At December 31, 2001, 
pursuant to the agreement, $168 million and U.S.$113 million (Cdn$179 
million) had been sold on a limited recourse basis compared to $147 mil- 
lion and U.S.$40 million (Cdn$61 million) at December 31, 2000. The 
Company has retained the responsibility for servicing, administering and 
collecting freight trade receivables sold. Other income included $10 mil- 
lion in each of 2001 and 2000 for costs related to the agreement, which 
fluctuate with changes in prevailing interest rates. 

No servicing asset or liability has been recorded because the costs of 
servicing are compensated by the benefits of the agreement. 


December 31, 2000 


Accumulated 


Accumulated 


Cost depreciation Net Cost depreciation Net 

TrackanoadWavyeandiland ieee neti ree $16,549 $3,510 $13,039 $13,446 $3,189 $10,257 
Rolling stocks Agar cmareteactee tone eee ee 3,703 1,336 2,367 3,398 1,205 2,193 
Butleingstand otheyige cer treet asec eee srt en ne ne 2,541 1,224 1,317 2,239 1,106 1,133 
$22,793 $6,070 $16,723 $19,083 $5,500 $13,583 

Capital leases included in properties .............e.eeeeees $ 1,246 $ 218 $ 1,028 $ 1,152 $ 163 $ 989 
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6 Other assets and deferred charges 


In millions December 31, 2001 2000 
IVEStIeTItSy (Alem rargaeinerseys mse pn a rtaitnsietecise hs cise hens, sor Soe slacsrsrentowians $496 $124 
Prepaid benelitzeost (Note 13) imaaacce ta entemersneierueia tenis eler 251 166 
Deferredireceivables:acneeseerrcaeaccviyaceoccsacslsccntmsion caletamarsrasere 108 73 
Unamortized @ebtissuercostsimenneeraemrnarecittenccrimanee skeet 42 37 
UG N eer tetare oe Tae are Tarsestaae tesa) vate mvc oacrsievtizre cineleserecn abies seancte 4 11 

$901 $411 


A. Investments 

Investment in English Welsh and Scottish Railway (EWS) 

Through its acquisition of WC, the Company acquired 40.9% of EWS, a 
company which provides most of the rail freight services in Great Britain, 
operates freight trains through the English Channel tunnel and carries 
mail for the Royal Mail. The Company accounts for its investment in EWS 
using the equity method of accounting. The fair value of the investment 
in EWS was preliminarily determined based on a multiple of EWS earn- 
ings. At December 31, 2001, based upon this preliminary valuation, the 
carrying value of the investment was in excess of the Company's share 
of EWS' net assets. 


Investment in Tranz Rail Holdings Limited (Tranz Rail) and 

Australian Transport Network Limited (ATN) 

Through its acquisition of WC, the Company acquired 23.7% of Tranz Rail, 
a publicly traded company which operates a 2,400-route mile freight and 
passenger rail business in New Zealand and 33% of ATN, a company 
which provides substantially all commercial rail freight service in Tasmania 
operating a 555-route mile rail system. Tranz Rail owns another 27% of 
ATN. The Company accounts for both investments as “available for sale” 
because its intent is to sell the investments within one year. The fair value 
of the investment in Tranz Rail was preliminarily determined based on its 
market capitalization and that of ATN, based on a multiple of ATN earnings. 
The Company's equity in net income and interest expense related to Tranz 
Rail and ATN for the period between October 9 and December 31, 2001, 
allocated to the purchase price of the investments was not significant. 
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Investment in 360networks Inc. 

In June 2001, the Company recorded a charge of $99 million, $77 million 
after tax, to write down 100% of its net investment in 360networks Inc. 
Subsequently, the Company sold all of the shares of its investee. In 2000, 
the Company had recorded a gain of $84 million, $58 million after tax, 
related to the exchange of its minority equity investments in certain joint 
venture companies for 11.4 million shares of 360networks Inc. 


7 Credit facilities 


The Company has U.S.$1,000 million five-year revolving credit facilities 
which expire in March 2003. The credit facilities provide for interest on 
borrowings at various interest rates including the Canadian prime rate, 
bankers’ acceptance rates, the U.S. federal funds effective rate and the 
London Interbank Offer Rate plus applicable margins. The credit facility 
agreements contain customary financial covenants, based on U.S. GAAP, 
including i) limitations on debt as a percentage of total capitalization, 

ii) maintenance of tangible net worth above predefined levels, and 

iii) maintenance of the fixed charge coverage ratio above predefined 
levels. The Company was in compliance with all of these financial 
covenants throughout the year. The Company's commercial paper program 
is backed by a portion of its revolving credit facility. As at December 31, 
2001, the Company had outstanding commercial paper of U.S.$213 million 
(Cdn$339 million) ($77 million as at December 31, 2000) and borrowings 
of U.S.$172 million (Cdn$273 million) under its revolving credit facilities. 
During 2000, the Company did not draw on the credit facilities. Interest 
rates on the borrowings under the revolving credit facilities at December 31, 
2001 range from 2.15% to 2.73%. 
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8 Accounts payable and accrued charges 


In millions December 31, 2001 2000 
LGC ONE) Goll Seeanonnoauoscodonhesascasosaboactiaapoonoarasuas dD out $ 385 $ 407 
Payroll-related accruals .........:ss0sseeeeeeececteeeeeeeeeeereeees 218 194 
Current portion of workforce reduction provisions ........-..+++++ 151 137 
Accrued interest on long-term debt ............:.ccceeeeeseeeee ees 141 126 
Income:and othentaxes tertenceh tes -)-tstrreiemat ieeecr tact tert iy. 236 244 
Acerued \charges.n- aavachcerae ore ee enecce emitter tetas 131 187 
Accriied/ operating) leasesimaertetetrte eter sete(esteratstsrelettetateeteterastetet=tta 19 31 
Other tick Assesses tas cooks ceri aaene eee eae U Nearer a3 67 
$1,374 $1,393 

9 Other liabilities and deferred credits 
In millions December 31, 2001 2000 
Personal injury and other claims ............0-2seeeeeeeeneee enews $ 379 $ 373 
Workforce reduction provisions, 

hetiof:cutrent/portion!(A)'s.:.c.semasectssncutteroetersenoreees 340 376 
Accrual for post-retirement benefits 

other than pensions. (B). i. cnnonesenasmeadeame ne smectic emer cir 258 231 
Environmental reserve, net of current portion .................0065 73 64 
Deferred credits and! others. 22. sau cna neo cernureresereelels aeteisvesietes 246 149 

$1,296 $1,193 


A. Workforce reduction provisions 

The workforce reduction provisions, which cover employees in both Canada 
and the United States, are mainly comprised of severance payments, the 
majority of which will be disbursed within the next five years. Other elements 
of the provisions mainly include early retirement incentives and bridging 
to early retirement. Payments for severance and other elements of the 
provisions have reduced the provisions by $169 million for the year ended 
December 31, 2001 ($189 million for the year ended December 31, 2000). 
The aggregate provisions amount to $491 million at December 31, 2001. 
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B. Post-retirement benefits other than pensions 


(i) Change in benefit obligation 


In millions Year ended December 31, 2001 2000 
Benefit obligation at beginning of year..............c.eeceeeeeeeeees $242 $230 
Amendment: satuenssusiet. saasteearenak sdiddeedcmialasbiractnceceer 25 - 
Actuatial l0ss <scdivi.aitseliie on ceclapiasertnremtneiareieeislelsasicra une nieterateutene 20 3 
[it@rOSE COST faites sjeattancalatacstoelesntestsisteterielaeeeuie eta onaetslas ioe 15 
SOMVICE! COSt: fsrsreinss scasis opeitameppieieisis seteranieetser loco ecne eierstaenee 11 8 
ForeignscunencyichanQesimarmcs a iestic niarence as erener ee eeeeeset 6 3 
Transfer from: other plans’ tit siosmcsmortsaerdeeemseereretiarar cece rer 5 - 
Benefits Paid. .incacosenate dent atoaneneornean eee e ee see reeee eee Tae (19) (17) 
Benefit obligation at end OF YCAr 1.1.1... c eect nee e ene eens eee eens $309 $242 
(ii) Funded status 
In millions December 31, 2001 2000 
Unfunded benefit obligation at end of year ..............200eeee eee $309 $242 
Unrecognizedinetiactuarialilossinp.c-meceecsntieaccmaeee sacar (26) (8) 
Unrecognized prion Servicelcost s.asecw.ccsemneset ee staesee aaeGe (25) (3) 
Accrued benefit cost for post-retirement benefits 

other thant DenSiONS cee. aacsaaherciasienon veeearerteeeeeenemet $258 $231 
(iii) Components of net periodic benefit cost 
In millions Year ended December 31, 2001 2000 1999 
ItEreSt:COSti... ct cruacwiniten meet Ree eae cee eG $19 $15 $15 
S@NVICE) COST. wc. ssantecaanaiaianiee memento ener iicebmier 11 8 8 
Amortization of prior service COSt...........0eeeeeeeeee 3 1 1 
Recognized net actuarial loss ..............ceeeeeeeeees 2 1 2 
Net periodicibenetit' cost sees s-enee eee ere nee $35 $25 $26 
(iv) Weighted-average assumptions 

December 31, 2001 2000 1999 

DISCOUNT Fate sa Scrat cetera aasecnlaesen carn emrtcietas 6.97% 6.95% 7.39% 
Rate of compensation increase..............c0eeeeeees 4.00% 4.25% 4.25% 


For measurement purposes, increases in the per capita cost of cov- 
ered health care benefits were assumed to be 8% for 2002 and 6% for 
2001. It is assumed the rate will decrease gradually to an ultimate rate 
of 6% for 2004 and remain at that level thereafter. 

A one-percentage-point change in the health care trend rate would 
not cause a material change in the Company's net periodic benefit cost 
nor the post-retirement benefit obligation. 
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10 Long-term debt 


Currency 
al in which December 31, 
In millions Maturity payable 2001 2000 
Bonds, debentures and notes: (A) 
Canadian National series: 

SECOmmE TD V Cal MOTOS iar meyreas eerie sie aeiaisaie asides ie stain dae ae saetemie cers sachrosies sais saulnaaleld cearen May 21, 2001 Cdn$ js $ 150 

Gver/onmml O-VeatanG tesmerramememrrcr ners erect stoseon ose ostivauamine cloielechaiipamie San auaaarsen ove vicina oeaiee May 15, 2003 U.S.$ 239 225 

IG AOACRTMNGUGS: sccago so cacn scotcS aS DODOAD ECARD EGas BER CREO TICIET On OP Tr ter ene Teen Ren aS Mar. 15, 2004 U.S.$ 422 398 

GrA5oomPuttable nesetSecunities (PURS)I(B) maemo oat eetir atte saat seaemeeahwtocinsacaceblercebe es aan July 15, 2006 U.S.$ 398 375 

Gao. “WOE ETRINCLEST(G) cnousconane qaso den Ges GU dnCO OR CD ORT ATO TCCOPAERES Hone aaeee ae nae eens ie Oct. 15, 2011 U.S.$ 636 = 

Gi8 0mm? 0 Veatimotes, |G) cena pects atopy ae ciasierie Sesh. usciavea Sininuibiiic sae os Bieve dian nice ate erates July 15, 2018 U.S.$ 318 300 

De Avomme 3 OV Gat QE DONUUNCS raatata- ta s/c tails etarante is aise fase celta sieten als sleiniadion wd wrauiaslet s noamioeumeamennarnt May 15, 2023 U.S.$ 239 225 

GIO Sams OVCataOLesn( C)me voretacciasmtenst a otc leoscretintam iat eseateienscit pisses ne sar’ ie Wain Avsinisins ro o/s sa atalaetoe July 15, 2028 U.S.$ 755 TAZ 

Pe eowmes OVecIaceDentunesy (Gl memmetou sacar anerisrieetecrsricc amet ci sarsene-s/esrereinnae ovis ola. seceleloilvizavelessuterae se suerers Oct. 15, 2031 U.S.$ 318 - 
Illinois Central series: 

Wl DOG mS VC ATA OLCS capers ntevcrattars sere(a ete etalon ciclo isla siecistajoclateeiel lelaiieve'e@id sa sin aveivinie said baeiadeinnodatsasaea areas Aug. 2, 2001 U.S.$ = 75 

Oni 2 ome o-Veat NOteSeenem rete cman criss ereiere cise atisiscelvisis ewiace vies sia ie dle s/inieigiae aialbte cine aedaieiooe aie Os Aug. 14, 2001 U.S.$ = 75 

4am! O-VEaTa MOLES smrrasctrecsrtetis <terstarersreroimtoe tere at rsieic crcscle cree ats cies «(orseyssavaavisiale nie dia sisislo ais Soretoiaalelate isle Sere May 15, 2003 U.S.$ 159 150 

Te/ ome NOV GAIAM OLCS Wamrevaevsc rere ieee sels aeietaete se setctalelae eas ate sate slere inidotolpiew/arariaiciafiewe's welciiawla seeiaeaorye May 1, 2005 U.S.$ 159 150 

OLE ARSE GOES. 1c dus capenasnonoubdond adn se dtoon CoG OCU PRCHO OCT Rede DT TDE ReCeT Iee earner artes neice July 12, 2007 U.S.$ 80 WS 

6163 %eaalO-Veat NOLES emer ntiieyane ee cci cain chs serine cosine atin scrielnasiteivaneingmwdaies neileehentnernces June 9, 2008 U.S.$ 32 30 

GV.  GSIGET nro mare Elon US cc conerdbon neds HPRdee Og nea poner on nonce nen enna mene nn crs chomp Dec. 1, 2056 U.S.$ 12 12 

ep onl OO Veale DeMEUneSertsenastise attach matin ine ose a ctelstoe nae ttayy cies widen aalejarsjave wie ovale oa eroald dealer eee Sep. 15, 2096 U.S.$ 199 187 
Wisconsin Central series: 

6; e0o mel OVE di Ole Seer mert rman trseniepar eit meister akc ernnyaarisid nic sinotua nicl tiefeitivels sine ane a we anaeere sienna April 15, 2008 U.S.$ 239 - 
FOTN DORIS AOCDONTUTESTAIICIMOTES x preserararstpties oc )ieararatsayere ules arate ocersfors ager e vane’ Hits xeewsa\oyoje,ewe/eibia\e'e nine acoso emiencsal 4,205 3,139 
Other: 

Revolvingicredltiacnitiesn VOtee/)merasmemens te nciacre siete siya sisal crejaliecie Scie svete aeicle Garcon 5(0\6ayotepaeianalseieielstelanetes U.S.$ 273 ~ 

(aT TS Io ret (18)) (NEAL) cead coce.scncnor abonedaanacaeadcae Ses paOnOn one ne reac onon ine one aoececser Various 339 77 

Capital lease obligations, amounts owing under equipment agreements and other (E) ...............0.005 Various 1,125 1,117 
OEINOUTEP Sovaaosiien cobpd skooubIO SOLUDURCREO HOSTS LGRCd GUA SOROCOn ISTHE C CC RCO oe ano OE UR eRe Te nt iene ian 1,737 1,194 
SMB s2 od iodoeoodiucd gto Uae tone IROL OO DEE 6 8000 OO DUDE COU Toe EEE BORO aT E nen Teen ormerme Coie cmon center ne 5,942 4,333 
Less: 

Guirrent DON OMOn MONG termi ceb Umertere crams were ce etetejcie(dsielolloceicis alorasicle osrelsvleinie 4/+Ave/s eles os iieissioces 163 434 

NebanaimortizecliciSCOuity tareyecrtetrersteretersie cet close eerste tatecars rete es sveinceooteretcnelobeye nls Piolaateuons sre sTasbia ola stamvans olen 15 13 

178 447 
$5,764 $3,886 


A. The Company's bonds, debentures and notes are unsecured. 


B. The PURS contain imbedded simultaneous put and call options at par. 
At the time of issuance, the Company sold the option to call the securi- 
ties on July 15, 2006 (the reset date). If the call option is exercised, the 
imbedded put option is automatically triggered, resulting in the redemp- 
tion of the original PURS. The call option holder will then have the right 
to remarket the securities at a new coupon rate for an additional 30-year 
term ending July 15, 2036. The new coupon rate will be determined accord- 
ing to a pre-set mechanism based on market conditions then prevailing. 
If the call option is not exercised, the put option is deemed to have been 
exercised, resulting in the redemption of the PURS on July 15, 2006. 
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C. These debt securities are redeemable, in whole or in part, at the 
option of the Company, at any time, at the greater of par and a formula 
price based on interest rates prevailing at the time of redemption. 


D. The Company has a commercial paper program which is backed by a 
portion of its revolving credit facility, that enables it to issue commercial 
paper up to a maximum aggregate principal amount of $600 million or 
the U.S. dollar equivalent. Commercial paper debt is due within one year 
but has been classified as long-term debt, reflecting the Company's intent 
and contractual ability to refinance the short-term borrowing through 
subsequent issuances of commercial paper or drawing down on the revolv- 
ing credit facility. Interest rates on commercial paper at December 31, 
2001 range from approximately 1.93% to 2.6%. 
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10 Long-term debt (continued) 


E. Interest rates for the capital leases range from approximately 3.14% 
to 14.6% with maturity dates in the years 2002 through 2025. The 
imputed interest on these leases amounted to $545 million as at 
December 31, 2001, and $559 million as at December 31, 2000. 

The equipment agreements are payable by monthly or semi-annual 
installments over various periods to 2007 at interest rates ranging from 
6% to 9.7%. The principal amounts are payable as follows: $17 million 
and U.S.$1 million (Cdn$2 million) as at December 31, 2001, and 
$26 million and U.S.$1 million (Cdn$2 million) as at December 31, 2000. 
The capital leases, equipment agreements, and other obligations are 
secured by properties with a net carrying amount of $1,096 million as at 
December 31, 2001 and $1,064 million as at December 31, 2000. 

During 2001, the Company recorded $91 million in assets it acquired 
through the exercise of purchase options on existing leases and leases 
for new equipment ($149 million in 2000). An equivalent amount was 
recorded in debt. 


F. Long-term debt maturities for the following fiscal years, including 
repurchase arrangements and capital lease repayments on debt outstand- 
ing as at December 31, 2001 but excluding repayments of commercial 
paper and revolving credit facilities of $339 million and $273 million, 
respectively, are as follows: 


Year In millions Amount 
DOD se repe car sarap tsvapelors etserens etaysceisva = stere atevaelepste Recesraiatete alereteratarsre sisttsorsian ash hisses $ 163 
LOOB wea ikea wtnare sep ase ra eters costco Marmial oe aracraiatey Foceieicicaiets ae ete ROT RET NG 543 
D430): BRA te nC Rene aC ic tac MER Misc ho Ta eae abn aANeenatindneociocasenentd 547 
2 OD dajsechacs i epsat areas acest ed eteal beta ova seashore grain os Sala ee reo TRC ofete ere 229 
DOG Pe rc Ba Siac atavspeicearereenararse stote ote ala acalets Rencarsjateeac TAC REC Tote ae NeCRTN 432 
2007cand therealteriaraccceemen ence aceon oie eh ReRENC rae atc ies 3,401 


G. The aggregate amount of debt payable in U.S. currency as at 
December 31, 2001 is U.S.$3,334 million (Cdn$5,302 million) and 
U.S.$2,290 million (Cdn$3,434 million) as at December 31, 2000. 


11 Capital stock and convertible preferred securities 


A. Authorized capital stock 

The authorized capital stock of the Company is as follows: 

¢ Unlimited number of Common Shares, without par value 

¢ Unlimited number of Class A Preferred Shares, without par value 
issuable in series 

* Unlimited number of Class B Preferred Shares, without par value 
issuable in series 


92 Canadian National Railway Company 


B. Issued and outstanding common shares 
During 2001, the Company issued 2.1 million shares (1.2 million shares 
in 2000 and 1.4 million shares in 1999) related to stock options exer- 
cised. The total number of common shares issued and outstanding was 
192.7 million as at December 31, 2001. 

In 1999, the Company issued 9.2 million common shares as a result 
of a public offering. 


C. Convertible preferred securities 

In 1999, the Company issued 4.6 million convertible preferred securities 
at U.S.$50 per security. These securities bear interest, payable quarterly 
in U.S. dollars, at a rate of 5.25% per year, and are due on June 30, 2029. 
These securities are subordinated securities convertible into common 
shares of CN at the option of the holder at an original conversion price ~ 
of U.S.$38.48 per common share, representing an original conversion rate 
of 1.2995 common shares for each convertible preferred security. On or 
after July 1, 2002, at the option of CN but subject to certain conditions, 
the holders’ rights to convert these securities may be extinguished if the 
current market price exceeds 120% of the conversion price for a certain 
period. If these conditions are met, CN may terminate the conversion 
rights by giving holders at least 30 days’ prior written notice to convert 
their convertible preferred securities into common shares. If, at closing 
of the conversion termination date the current market price exceeds the 
conversion price, all holders shall be deemed to have converted, except 
to the extent the Trustee has been otherwise instructed by any holder. 


D. Stock split 

On July 20, 1999, the Board of Directors of the Company approved a 
two-for-one common stock split which was effected in the form of a 
stock dividend of one additional common share of CN common stock 
payable for each share outstanding or held in treasury on September 27, 
1999 to shareholders of record on September 23, 1999. All equity based 
benefit plans reflect the issuance of additional shares or options due to 
the declaration of the stock split. All shares and per share data reflect 
the effect of the stock split. 


E. Share repurchase programs 

On January 23, 2001, the Board of Directors of the Company approved 

a share repurchase program which allowed for the repurchase of up to 
10 million common shares between January 31, 2001 and January 30, 
2002 pursuant to a normal course issuer bid, at prevailing market prices. 
At December 31, 2001, the Company had not repurchased any common 
shares under the share repurchase program. 

In 2000, the Board of Directors of the Company approved a share 
repurchase program which allowed for the repurchase of up to 13 million 
common shares of the Company's common stock pursuant to a normal 
course issuer bid, at prevailing market prices. During 2000, $529 million 
was used to repurchase 13 million common shares at an average price 
of $40.70 per share. 
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12 Stock plans 


A. Employee share plan 

The Company has an Employee Share Investment Plan (ESIP) giving eligi- 
ble employees the opportunity to subscribe for up to 6% of their gross 
salaries to purchase shares of the Company's common stock on the open 
market and to have the Company invest, on the employee's behalf, a 
further 35% of the amount invested by the employee. Participation at 
December 31, 2001 was 9,432 employees (7,916 at December 31, 2000). 
The total number of ESIP shares purchased on behalf of employees, 
including the Company's contributions, was 516,726 in 2001 and 
637,531 in 2000, resulting in a pre-tax charge to income of $8 million, 
$6 million and $5 million for the years ended December 31, 2001, 2000 
and 1999, respectively. 


B. Mid-term incentive share unit plan 

The Company has a share unit plan, which was approved by the Board 
of Directors in 2001, for designated senior management employees enti- 
tling them to receive payout on June 30, 2004 of a combination of com- 
mon stock of the Company, as to fifty percent, and cash value, as to the 
remaining fifty percent. 

The share units vest conditionally upon the attainment of targets 
relating to the Company's share price during the six-month period end- 
ing June 30, 2004. Due to the nature of the vesting conditions, no com- 
pensation expense was recognized for 2001. The total number of share 
units outstanding at December 31, 2001 was 421,500. At December 31, 
2001, an additional 43,500 share units remained authorized for future 
issuances under this plan. 


C. Stock options 

The Company has stock option plans for eligible employees to acquire 
common shares of the Company upon vesting at a price equal to the 
market value of the common shares at the date of granting. The options 
are exercisable during a period not to exceed 10 years. The right to 


exercise options generally accrues over a period of four years of continu- 
ous employment. Options are not generally exercisable during the first 
12 months after the date of grant. At December 31, 2001, an additional 
5.5 million common shares remained authorized for future issuances 
under these plans. 

Options issued by the Company include conventional options, which 
vest over a period of time, and performance options, which vest upon the 
attainment of Company targets relating to the operating ratio and unlev- 
ered return on investment. The total conventional and performance 
options outstanding at December 31, 2001 were 7.5 million and 2.4 mil- 
lion, respectively. 

Changes in the Company's stock options are as follows: 


Number 
of options 


Weighted-average 
exercise price 


In millions 


Outstanding at December 31, 1998 ")..............c0e eee ten $ 29.11 
Grantedita.sccee ten coeme toe ce creer Garr mre temetrerie 3.0 $ 45.46 
Canceled ses Sma Nome roche eee RR ee eer: (0.4) $ 34.51 
EX@FCISOG cnnarrcttn Se hicmetne meals eRe eRe RE cree (1.4) § 25.43 
Outstanding at December 31, 1999 .................0 eee 8.3 $ 34.88 
Granted 2 Pesmasnncnie as Rene etins sorte SAS EEE REE 22 $ 35.33 
Canceled:Rer-c ascetic ntncener crc cer nie eee renee (0.4) $ 36.23 
EXGNCISG! tRasaetee clare ne ince eae ese on ence tee (1.2) $ 22.19 
Outstanding at December 31, 2000 ...........ee seen eee 8.9 $ 34.95 
Gonversioniol WGioptionse..c-a-nnrvac cree rer en ee ee seee 1.0 $ 58.63 
Granted fee fe FyScas Sect ansaateeraeaemaecemeiec meters 2.4 $ 50.65 
Cancel edd ears cearctasleennctot ia peateeiere te Ce (0.3) $ 46.01 
EXGRCISGG es. .cis. cfszuettccomusteiteinyetints Sam rcteieretaentant arate ee eaae (2.1) $ 30.43 . 
Outstanding at December 31, 2001"... cece cece eee 919 $43.62 


(1) Includes IC converted stock options translated to Canadian dollars using the 
foreign exchange rate in effect at the balance sheet date. 


(2) Includes WC converted stock options translated to Canadian dollars using the 
foreign exchange rate in effect at the balance sheet date. 


Stock options outstanding and exercisable as at December 31, 2001 were as follows: 


Options outstanding 


Options exercisable 


Weighted- Weighted- Weighted- 

average average average 

Number years to exercise Number exercise 

Range of exercise prices of options expiration price of options price 
In millions In millions 

SHS 50S 2507 Dar ret eaint nies ost bn omoeaniaton cioksonsre nek fasieelamatantan aan toners sonwae 0.3 3 $ 17.90 0.3 $ 17.90 

PC OREN coat ditors daexidocan gun tilodoee amp ebOspuceanodsreea dum AoaghocondoeaneD 2.5 7 $ 33.37 1.4 $ 31.14 

SSF 4 iA seem mera rsrteerattraiarertiateis sisters stalaveic ote-clecovsvclote wielairmrsiararcla7ee aietasptuctoie sks eisialeaialace 4.1 6 $ 44.38 Dr $ 44.47 

SEUQPR ESSN) ocuudenccchapadesodunnonhe asecoseamattarEeno’ sone oe bok uso. cacao 2.8 9 $ 51.66 0.3 $ 55.61 

CFG AICIELTOTE uoocecoanabdcodocodtonatono ro nonerbmoaadencuscaronmuuauantosGencu 0.2 6 $ 94.47 0.1 $ 94.47 

Elena Detect, AGO oo scoconcenonosannonodbonssagnaanasnoonosaacdvcoacEc 9.9 7 $43.62 4.5 $41.86 


(1) Includes IC and WC converted stock options translated to Canadian dollars using the foreign exchange rate in effect at the balance sheet date. 
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13 Pensions 


The Company has retirement benefit plans under which substantially all 
employees are entitled to benefits at retirement age, generally based on 
compensation and length of service and/or contributions. The tables that 
follow pertain to all such plans. However, the following descriptions relate 
solely to the Company's main pension plan, the CN Pension Plan (the 
Pension Plan). The Company's other pension plans are not significant. 


Description of plan 

The Pension Plan is a contributory defined benefit pension plan that covers 
substantially all CN employees. It provides for pensions based mainly on 
years of service and final average pensionable earnings and is generally 
applicable from the first day of employment. Indexation of pensions is 
provided after retirement through a gain (loss) sharing mechanism, subject 
to guaranteed minimum increases. An independent trust company is the 
Trustee of the Canadian National Railways Pension Trust Funds (CN Pension 
Trust Funds). As Trustee, the trust company performs certain duties which 
include holding legal title to the assets of the CN Pension Trust Funds 
and ensuring that the Company, as Administrator, complies with the pro- 
visions of the Pension Plan and the related legislation. 


Funding policy 

Employee contributions to the Pension Plan are determined by the plan 
rules. Company contributions are in accordance with the requirements of 
the Government of Canada legislation, The Pension Benefits Standards Act, 
1985, and are determined by actuarial valuations conducted at least on 
a triennial basis. These valuations are made in accordance with legislative 
requirements and with the recommendations of the Canadian Institute 
of Actuaries for the valuation of pension plans. 


Description of fund assets 

The assets of the Pension Plan are accounted for separately in the CN 
Pension Trust Funds and consist of cash and short-term investments, 

bonds, mortgages, Canadian and foreign equities, real estate, and oil 

and gas assets. 


(a) Change in benefit obligation 


In millions 


Year ended December 31, 2001 2000 
Benefit obligation at beginning of year.............0cceeeeeeeeen $10,855 $ 9,935 
Interest COSt: ca.cteacen cnc aasae sae he tac ene eee eRe eee 701 690 
Actuarial loss: s:aytanvsesiyaaraciaccteese tates hia eee Ree RCE 94 730 
SENVICENCOST ide aris attantanta secmneactnre ae seers ei ee ee 92 70 
Plan participants’ contributions ............c.esecseceeeeeeceeees 73 74 


Foreigncunrencychangesi areca deer eerie eneeeeme ete tere ntaeee 6 3 
Benefit payments and transfers (665) (647) 


$11,156 $10,855 
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(b) Change in plan assets 


In millions Year ended December 31, 2001 2000 
Fair value of plan assets at beginning of year................0005 $12,455 $11,768 
Employericontnibutionsmrnmscesseee tetera beet cetera 69 59 
Plan participants; contributions aem-e-ceciene sees ee-Ueian ace 73 74 
FOFeIQNiCUnrencyiGhanGes se. ser ence teen reer ctmisettat eerie 6 3 
Actual returnroniplantassets-n-pyctcr rece rtctisetdscstiemieeiteetteietistes (175) 1,198 
Benefit payments and transfers .............00ceeeeeeeseeeeee ees (665) (647) 
Fair value of plan assets at end of year ..........-.00eeeeeee eee $11,763 $12,455 
(c) Funded status 
In millions December 31, 2001 2000 
Excess of fair value of plan assets over 

benefit obligation at end of year) ...... 00... cece cece eens eee $ 607 $1,600 
Unrecognized net actuarial gain ........... cc cee ee eee renee een es (537) (1,652) 
Unrecognized net transition obligation ................eeeeeeeee es 39 59 
Unrecognized prion senvice/coStie em eriterasciieeceieecesaseee easel 133 153 
Net amount recognized: Manca cea- screen ciate jenn cata tect atte ait $ 242 $ 160 
(1) Subject to future reduction for gain sharing under the terms of the plan. 
(d) Amount recognized in the Consolidated Balance Sheet 
In millions December 31, 2001 2000 
Prepaidibenefit:costs(NOte 6)! su. vencpeasacmise enti nieeystoee ie elstanietetss $251 $166 
Accrued benefit" cost®s:c.msactisesscunutrcooecweroras ohwnwacinane nent (9) (6) 
Net amount feGOGNized emacnrre tented. een eer re eer ee cee $242 $160 
(e) Components of net periodic benefit cost 
In millions Year ended December 31, 2001 2000 1999 
Interest COSE..,...cuenentes tomer aati mee saacee oie $ 701 $690 $632 
Service: COSt:..daghwnmenmotse tans Namen as saeciocbienien ces 92 70 95 
Amortization of net transition obligation ............. 20 19 19 
Amortization of prior service cost .............00ee0s 20 19 20 
Expected return on plan assets ..........seeeeeeeeeees (846) (792) (732) 
Recognized net actuarial loss ...........cceeneeeeuees - - 23 
Net periodic benefit cost (income) ..........6...00e ee $ (13) $ 6 $057 
(f) Weighted-average assumptions 

December 31, 2001 2000 1999 

DisCOUnt Tate. 2c.s/azpacreciacenr pie ioraiotaneisenteniienterueeiene 6.50% 6.50% 7.00% 
Rate of compensation increase............0eeseeeee ees 4.00% 4.25% 4.25% 
Expected return on plan assets for 

year ending December 31............0ceeeeeeeen ees 9.00% 9.00% 9.00% 
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14 Special charge 


The Company recorded a charge of $98 million, $62 million after tax, 
in the second quarter of 2001 for the reduction of 690 positions (388 
occurred in 2001 with the remainder planned to be completed by the 
end of 2002). The charge included severance and other payments to 
be made to affected employees. 


15 Interest expense 


In millions Year ended December 31, 2001 2000 1999 
Interest on long-term debt................0scceesseneees $314 $306 $313 
Interestincomelemenatrctrte cose nse annie mneclanrecs (2) (11) (5) 

$312 $295 $308 
Gash interest PayMENtS. wcacas deccse ss cnete asuesenese $307 $299 $305 


16 Other income 


In millions Year ended December 31, 2001 2000 1999 
Gain on sale of interest in Detroit River 
TunnehiGompanya(A).seecpmweckierereaneidac. terest $101 $ - $ - 
Gain on disposal of properties...............0eeeeeee ens 53 57 56 
Invesimentincomeserecermas sce ca ceecctss ree apeaue cer 30 - 12 
Foreigniexchange:Galllmeres-nscaceccuscoareceosemecia: 7 10 6 
Gain on exchange of investment (Note 6) .............. - 84 - 
NetirealiestatercostSienar amie secac co mcnusacencsunosss ess (20) (22) (25) 
Write-down of investment 
in 360networks ING, (NOTE 6). o.iocicc ccc cece ene ene (99) ~ - 
ONC IaeNR Pern CE eee cate eigeerctinemesinctecies saianswe (7) (3) (1) 
$ 65 $126 $ 48 


A. In March 2001, the Company completed the sale of its 50 percent 
interest in the Detroit River Tunnel Company (DRT) for proceeds of 
$112 million and recorded a gain of $101 million, $82 million after tax. 
The DRT is a 1.6 mile rail-only tunnel crossing the Canada-U.S. border 
between Detroit and Windsor, Ontario. 
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17 Income taxes 


The Company's income tax expense is as follows: 


In millions Year ended December 31, 2001 2000 1999 
Federalitax fate yveeecennesac oe rete aa meee eee 28.1% 29.1% 29.1% 
Income tax expense from income before income taxes 
based on the Federal tax rate ..............c0seee eee $(314) $(353) $(283) 
Income tax (expense) recovery resulting from: 
Provincial:andyothentaxesamaeceeee eee eeeeeeee (134) (148) (160) 
Deferred income tax adjustment 
dUlestolratelreductionsseneesereeeeeeeereeeeet - (4) = 
UiSitaxérate\differentialleeseemineereeesererceorecere 1 7 30 
Gain on disposals and dividends .................4. 27 20 8 
Other. Bus kecenonnccmemen Curae eee 28 36 35 
[ncomextaxiexpensen ace wate eee eee $(392) $(442) $(370) 
Income tax expense is represented by: 
CLIENTELE Banoo eon cnc One GO eR RE Eee $ (85) $(224) $ (45) 
Deferred arene acs coer sate coh aoe IG cee (307) (218) (325) 
$(392)  $(442) ~—-$(370) 
Cash payments for inCOME taXeS ...... 60.660 cess eee $ 63 $ 101 $ 45 


Significant components of deferred income tax assets and liabilities 
are as follows: 


In millions December 31, 2001 2000 
Deferred income tax assets 
Workforce nedtictionmprovisionSmenpecee-aercerreeererte se rrseren $ 178 $ 202 
Accrualsrand othenineseiveS=cermacs--eme errr eeene rai nein seer 182 228 
Postsretirement benelitSimeee sss. senee eecne secneeeeeeeeoe 85 91 
Losses and tax credit carryforwards ..............0ceeeseeeeeeees ha 53 26 
498 547 
Deferred income tax liabilities 
Properties: (<ijrnetmemn incadeccucan ties emanen Uace ne bene ROR een en 4,074 2,917 
Total net deferred income tax liability ...............c0ceceeee eee 3,576 2,370 
Net current deferred income tax asset ...........00seeeeeee sree ees 153 116 
Net long-term deferred income tax liability ..........0.00e0ce ee ee $3,729 $2,486 


In 2001, the Company recognized investment tax credits of $35 mil- 
lion not previously recognized, which reduced the cost of properties. The 
Company did not recognize any investment tax credits in 2000. 
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18 Segmented information 


The Company operates in one business segment with operations and 
assets in Canada and the United States. 


Information on geographic areas 


In millions Year ended December 31, 2001 2000 1999 
Revenues: 
Canadian trail =2.-cc--cnteene naccectanonee cars cciennct $3,675 $3,668 $3,549 
UES. Walid! 2... Siew catidemsetiactatereaiarninnern vies isitereeserecets 1,977 1,778 1,712 
$5,652 $5,446 $5,261 
Operating income: 
Canadian rail). nasawencosen ana Gost acer tine $ 966 $1,025 $ 852 
U:Sifalll SScasecenecen Actes eae tc ceiamereeete 400 360 381 
$1,366 $1,385 $1,233 
Net income: 
Ganadiantraili((])) s.nacacen scan cioectsl eee naee eet $ 591 $ 589 $ 465 
UESRIPE a. cane cen tncon cn oma ebay nae eitons dane seen 136 185 138 
$ 727 $ 774 $ 603 
Depreciation and amortization: 
Canadianiraili(i)scadsuseiens tore nomena $ 255 () 28) S22 
USSU ema aonncenar et rarantas henen ataauencunacas 214 189 195 
$ 469 $ 421 $ 407 
Capital expenditures: (iii) 
Canadian raihiiws 2 a-s.cunn eee ao aee eo $ 484 $ 541 Sail 
USI cl fe aceaanon tren titonoimartoaronandiasee do. 177 215 249 
$ 661 $ 756 $ 966 
In millions December 31, 2001 2000 
Identifiable assets: 
Ganadiativarls mee cccise san snasics casa ey eae ace eee oer $ 6,987 $ 6,783 
UCHIE TIE (7 RencMnantne nent nach ctr hn nape tin cen ecu 11,801 8,336 
$18,788 $15,119 


(i) Includes a 2001 special charge for workforce reductions of $98 million, 
$62 million after tax. 


(ii) \ncludes $6 million (2000: $9 million, 1999: $7 million) of depreciation and 
amortization of properties related to other business activities. 


(iii) Represents additions to properties that includes non-cash capital expenditures 
financed with capital leases. 


(iv) Includes $5 million (2000: $9 million, 1999: $11 million) of additions of 
properties related to other business activities. 


(v) Includes equity holdings in foreign investments held by the Company's 
U.S. subsidiaries. 
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19 Earnings per share 


The 2000 and 1999 comparative figures have been restated to conform 
to the new accounting standards as explained in Note 2. The amended 
CICA Section 1650 “Foreign Currency Translation” requires restatement 
of prior years’ income and as such, earnings per basic and diluted share 
have increased for both 2000 and 1999 by $0.01, respectively. 


Year ended December 31, 2001 2000 1999 
Basic eamings per shate/sasncneceunmeaeen eraser $3.72 $3.91 $3.03 
Diluted earnings per share ...........ccceeeee eens eens $3.62 $3.82 $2.98 
The following table provides a reconciliation between basic and 
diluted earnings per share: 
In millions Year ended December 31, 2001 2000 1999 
Net INCOMEC,.c. tstmosies.ecrqeomtaetiuatiqnmenaaeecaecer S720 $ 774 $ 603 
Dividends on convertible preferred securities ......... 12 11 6 
$ 715 $ 763 $ 597 
Weighted-average shares outstanding ................ 192.1 195.0 197.3 
Effect of dilutive securities and stock options ........ 8.9 7.8 5.2 
Weighted-average diluted shares outstanding ........ 201.0 202.8 202.5 


20 Major commitments and contingencies 


A. Leases 

The Company's commitments as at December 31, 2001 under operating 
and capital leases totaling $1,253 million and $1,449 million, respec- 
tively, with annual net minimum payments in each of the five following 
fiscal years to 2007 and thereafter, are as follows: 


Year In millions Operating Capital 
2002 os sacra crsalhrauedeenerdcachn he ame g EME ae Roatan ase hohe $ 230 $ 186 
2003: Mi sigranmateisn ouesenengocnapnys cose aenteeeinaseose ert 196 122 
2OD4 wis vis caraccyeraiicnaeet eu cio resacefelna.nrs sipaieroesannteciiaievanwiatersste aye 176 136 
2005; , dscrcinstasnerannalapives noaniemanien cuenta ence ae tere 154 95 
2006: ise srcscinsdnscretenurssne ata otemoie ostalee tories ameelstece sow etrnse eter 120 60 
2007 cand, thereafter cs..4c.cenacsorace seme hermano reedceacane 377 850 
$1,253 1,449 

Less: imputed interest on capital 

leases at rates ranging from 

approximately;3:/4%:t0) 14:6 So) mamas amererereteeer encie bert ects eneia etter 545 
Present value of minimum lease payments 

aticurrentinate included ini debt i.neww-creitenserarsieterysielesysireterseletesia stores sie $ 904 


B. Other commitments 

As at December 31, 2001, the Company had commitments to acquire 
railroad ties at a cost of $28 million, rail at a cost of $20 million, and 
freight cars at a cost of $4 million. Furthermore, as at December 31, 
2001, the Company had entered into agreements with fuel suppliers to 
purchase approximately 35% of its anticipated 2002 volume and 11% 
of its anticipated 2003 volume at market prices prevailing on the date 
of the purchase. 
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C. Contingencies 

In the normal course of its operations, the Company becomes involved in 
various legal actions, including claims relating to contractual obligations, 
personal injuries including occupational related claims, damage to property 
and environmental matters. The Company maintains provisions for such 
items which it considers to be adequate. The final outcome with respect to 
actions outstanding or pending as at December 31, 2001 cannot be pre- 
dicted with certainty, and therefore, there can be no assurance that their 
resolution and any future claims will not have a material adverse effect on 
the Company's financial position or results of operations in a particular 
quarter or fiscal year. 


D. Environmental matters 

The Company's operations are subject to federal, provincial, state, municipal 
and local regulations under environmental laws and regulations concern- 
ing, among other things, emissions into the air; discharges into waters; 
the generation, handling, storage, transportation, treatment and disposal 
of waste, hazardous substances, and other materials; decommissioning of 
underground and aboveground storage tanks; and soil and groundwater 
contamination. A risk of environmental liability is inherent in the railroad 
and related transportation operations; real estate ownership, operation 
or control; and other commercial activities of the Company with respect 
to both current and past operations. As a result, the Company incurs 
significant compliance and capital costs, on an ongoing basis, associated 
with environmental regulatory compliance and clean-up requirements 

in its railroad operations and relating to its past and present ownership, 
operation or control of real property. 

While the Company believes that it has identified the costs likely to 
be incurred in the next several years, based on known information, for 
environmental matters, the Company's ongoing efforts to identify potential 
environmental concerns that may be associated with its properties may 
lead to future environmental investigations, which may result in the iden- 
tification of additional environmental costs and liabilities. The magnitude 
of such additional liabilities and the costs of complying with environmen- 
tal laws and containing or remediating contamination cannot be reason- 
ably estimated due to: 


(i) the lack of specific technical information available with respect to 
many sites; 


(ii) the absence of any government authority, third-party orders, or 
claims with respect to particular sites; 


(iii) the potential for new or changed laws and regulations and for 
development of new remediation technologies and uncertainty 
regarding the timing of the work with respect to particular sites; 


(iv) the ability to recover costs from any third parties with respect 
to particular sites; and 
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therefore, the likelihood of any such costs being incurred or whether such 
costs would be material to the Company cannot be determined at this 
time. There can thus be no assurance that material liabilities or costs 
related to environmental matters will not be incurred in the future, or 
will not have a material adverse effect on the Company's financial posi- 
tion or results of operations in a particular quarter or fiscal year, or that 
the Company's liquidity will not be adversely impacted by such environ- 
mental liabilities or costs. Although the effect on operating results and 
liquidity cannot be reasonably estimated, management believes, based 
on current information, that environmental matters will not have a mate- 
rial adverse effect on the Company’s financial condition or competitive 
position. Costs related to any future remediation will be accrued in the 
year in which they become known. 

As at December 31, 2001, the Company had aggregate accruals for 
environmental costs of $112 million ($85 million as at December 31, 
2000). During 2001, payments of $14 million were applied to the provision 
for environmental costs compared to $11 million in 2000 and $16 million 
in 1999. In addition, related environmental capital expenditures were 
$19 million in 2001, $20 million in 2000 and $11 million in 1999. The 
Company also expects to incur capital expenditures relating to environ- 
mental matters of approximately $21 million in 2002 and $30 million in 
each of 2003 and 2004. The Company has not included any reduction 
in costs for anticipated recovery from insurance. 


21 Financial instruments 


A. Risk management 

The Company has limited involvement with derivative financial instru- 
ments in the management of its fuel, interest rate and foreign currency 
exposures, and does not use them for trading purposes. 


(i) Credit risk 
In the normal course of business, the Company monitors the financial con- 
dition of its customers and reviews the credit history of each new customer. 
The Company is exposed to credit risk in the event of non-perfor- 
mance by counterparties to its derivative financial instruments but does 
not expect such non-performance as counterparties are of high credit 
quality. Collateral or other security to support financial instruments sub- 
ject to credit risk is usually not obtained; however, the credit standing of 
counterparties is regularly monitored. The total risk associated with the 
Company's counterparties was immaterial at December 31, 2001. The 
Company believes there are no significant concentrations of credit risk. 
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21 Financial instruments (continued) 


(ii) Interest rates 

For the purpose of minimizing the volatility in the fair value of certain 
fixed-interest long-term debt, the Company entered into interest rate 
swap transactions during 2000 for a total notional amount of $150 million 
and U.S.$50 million (Cdn$75 million) resulting in effectively converting 
some fixed interest rate debt into floating interest rate debt. In 2001, 
these swap transactions matured and the underlying debts have been 
repaid. The Company did not enter into any new interest rate swap 
transactions in 2001. 


(iii) Foreign currency 

Although the Company conducts its business and receives revenues pri- 
marily in Canadian dollars, a growing portion of its revenues, expenses, 
assets and debt are denominated in U.S. dollars. Thus, the Company's 
results are affected by fluctuations in the exchange rate between these 
currencies. Changes in the exchange rate between the Canadian dollar and 
other currencies (including the U.S. dollar) make the goods transported 
by the Company more or less competitive in the world marketplace and 
thereby affect the Company's revenues and expenses. 

For the purpose of minimizing volatility of earnings resulting from 
the conversion of the U.S. dollar denominated long-term debt into the 
Canadian dollar, the Company has designated all U.S. dollar denominated 
long-term debt of the parent company as a foreign exchange hedge of 
its net investment in U.S. subsidiaries. As a result, from the dates of des- 
ignation, unrealized foreign exchange gains and losses on the translation 
of the Company’s U.S. dollar denominated long-term debt are recorded 
in Currency translation, which forms part of Shareholders’ equity. 


(iv) Fuel 

To mitigate the effects of fuel price changes on its operating margins 
and overall profitability, the Company has a systematic hedging program 
which calls for regularly entering into swap positions on crude and heat- 
ing oil to cover a target percentage of future fuel consumption up to two 
years in advance. 

Realized gains and losses from the Company's fuel hedging activities 
were $6 million loss, $49 million gain and $5 million gain for the years 
ended December 31, 2001, 2000 and 1999, respectively. At December 31, 
2001, the Company has hedged approximately 45% of the estimated 2002 
fuel consumption and 25% of the estimated 2003 fuel consumption. This 
represents approximately 264 million U.S. gallons at an average price 
of U.S.$0.607 per U.S. gallon. Unrecognized gains and losses from the 
Company's fuel hedging activities were $38 million loss, $17 million loss 
and $9 million gain as at December 31, 2001, 2000 and 1999, respectively. 
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(v) Other 
The Company does not currently have any derivative instruments not 
designated as hedging instruments. 


B. Fair value of financial instruments 

Generally accepted accounting principles define the fair value of a 
financial instrument as the amount at which the instrument could be 
exchanged in a current transaction between willing parties. The Company 
uses the following methods and assumptions to estimate the fair value 
of each class of financial instruments for which the carrying amounts are 
included in the Consolidated Balance Sheet under the following captions: 


(i) Cash and cash equivalents, Accounts receivable, Accounts payable 
and accrued charges, and Other current liabilities: 

The carrying amounts approximate fair value because of the short matu- 
rity of these instruments. 


(ii) Other assets and deferred charges: 

Investments: The Company has various debt and equity investments for 
which the carrying value approximates the fair value, with the exception 
of a cost investment for which the fair value was estimated based on 
CN’s proportionate share of its net assets. In 2000, the fair value of the 
Company's investment in 360networks Inc. was estimated based on the 
quoted market price. 


(iii) Long-term debt: 

The fair value of the Company's long-term debt is estimated based on 
the quoted market prices for the same or similar debt instruments, as 
well as discounted cash flows using current interest rates for debt with 
similar terms, company rating, and remaining maturity. 


(iv) Convertible preferred securities: 
The fair value of the Company's convertible preferred securities is esti- 
mated based on the quoted market price. 


The following table presents the carrying amounts and estimated fair 
values of the Company's financial instruments as at December 31, 2001 
and 2000 for which the carrying values on the Consolidated Balance 
Sheet are different from the fair values: 


In millions December 31, 2001 December 31, 2000 
Carrying Fair Carrying Fair 
amount value amount value 

Financial assets 

InvestmentSzasescaumecen caveat $ 496 $ 551 $ 124 $ 299 

Financial liabilities 

Long-term debt 

(including current portion)......... $5,927 $5,986 $4,320 $4,191 
Other 
Convertible preferred securities....... $ 327. $ 479 $ 327 Sesto 
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22 Reconciliation of Canadian and United States generally 
accepted accounting principles 


The consolidated financial statements of Canadian National Railway 
Company are expressed in Canadian dollars and are prepared in accor- 
dance with Canadian GAAP which conform, in all material respects, 
with U.S. GAAP except as described below: 


A. Reconciliation of net income 
The application of U.S. GAAP would have the following effects on the net 
income as reported: 


In millions Year ended December 31, 2001 2000 1999 
Net income — Canadian GAAP................0000 eens $ 727 $774 $603 
Adjustments in respect of: 

Property capitalization, net of depreciation........ 339 278 251 

Interest on convertible preferred securities ........ (19) (18) (9) 

Stock-based compensation expense ............... (19) (3) (7) 

Income tax rate reductions ..............:se0seeees 122 (4) - 

Income tax expense on current year 

WESIGAA Praditistmentssaanscccrraercecte see ce: (110) (90) (92) 

Income before cumulative effect of changes in 

accounting policy — U.S. GAAP .............ese eee 1,040 937 746 
Cumulative effect of changes in accounting policy ... = - 5 
Neti inGoImertUiS» GAAP. sesecn eis eicleseiserss tsecaatas $1,040 $937 $751 


(i) Property capitalization 

Under Canadian GAAP, the Company capitalizes only the material com- 
ponent of track replacement costs, whereas under U.S. GAAP the labor, 
material and related overheads are capitalized. Furthermore, effective 
January 1, 1999, the Company capitalized under U.S. GAAP all major 
expenditures for work that extends the useful life and/or improves the 
functionality of bridges and other structures and freight cars. U.S. GAAP 
requires that the cumulative capitalization adjustment, including special 
charges (net of applicable income taxes), be reflected in net income in 
the year in which the policy is adopted ($62 million in 1999). 


(ii) Stock-based compensation 

U.S. GAAP requires the measurement and recognition of expenses related 
to certain stock-based compensation. The Company has accounted for 
stock-based compensation for U.S. GAAP purposes in accordance with 
Accounting Principles Board Opinion (APB) No. 25, “Accounting for Stock 
Issued to Employees.” There are no similar requirements under Canadian 
GAAP that are in effect at December 31, 2001. 


(iii) Convertible preferred securities 

The convertible preferred securities are treated as equity under Canadian 
GAAP, whereas under U.S. GAAP, they are treated as debt. Consequently, 
the interest on the convertible preferred securities is treated as a divi- 
dend for Canadian GAAP but as interest expense for U.S. GAAP. 
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(iv) Foreign exchange 

In 2001, the Company early adopted the CICA amended recommenda- 
tions of Section 1650 “Foreign Currency Translation” which essentially 
harmonizes Canadian and U.S. accounting standards by eliminating the 
deferral and amortization of unrealized translation gains or losses on 
foreign currency denominated monetary items that have a fixed or ascer- 
tainable life extending beyond the end of a fiscal year and recognizing 
them into net income for the current period. As required by the amended 
section, the Company has retroactively restated all prior period financial 
Statements presented. 


(v) Income tax expense 

In 2001, under U.S. GAAP, the Company recorded a reduction to its net 
deferred income tax liability resulting from the enactment of lower cor- 
porate tax rates in Canada. As a result, a deferred income tax recovery 
of $122 million was recorded in the Consolidated Statement of Income 
and a deferred income tax expense of $32 million was recorded in Other 
comprehensive income. For Canadian GAAP purposes, there was no adjust- 
ment in 2001 as the impact resulting from lower corporate tax rates was 
accounted for in 2000 when the rates were substantively enacted. For 
the year ended December 31, 2000, the Canadian GAAP adjustment was 
a $4 million expense as the deferred tax position under Canadian GAAP 
was different. 


(vi) Change in accounting policy — Pensions and post-retirement 
benefits other than pensions 

In 1999, the Company adopted the CICA recommendations related to 
the accounting for employee future benefits, essentially to harmonize 
Canadian GAAP with U.S. GAAP. 

Prior to 1999, the Company measured its pension benefit and post- 
retirement benefit obligations, for Canadian GAAP purposes, using a dis- 
count rate based on management's best estimate of the long-term rate 
of return on the pension fund assets. Under U.S. GAAP, the discount rate 
to be used should reflect the rate at which the pension benefits and post- 
retirement benefit costs can be effectively settled at the date of the 
financial statements. The difference in discount rates impacted annual 
pension expense and post-retirement benefit costs prior to 1999. 

In 1999, the Company changed its method of accounting for employee 
injury costs to reflect all elements of such costs (including compensation, 
health care and administration costs) based on actuarially developed esti- 
mates of the ultimate cost associated with employee injuries. U.S. GAAP 
requires that the cumulative adjustment, net of applicable income taxes, 
be reflected in net income in the year in which the policy is adopted 
($57 million in 1999). 
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22 Reconciliation of Canadian and United States generally 
accepted accounting principles (continued) 


B. Earnings per share 

In 2000, the Company early adopted the CICA recommendations related 
to the presentation of earnings per share. Although the standard essen- 
tially harmonizes Canadian and U.S. standards, the earnings per share 
calculations continue to differ due to differences in the earnings figures. 


(i) Basic earnings per share 


Year ended December 31, 2001 2000 1999 
Income before cumulative effect of changes in 
accounting policy — U.S. GAAP .........ceee neces eee $5.41 $4.81 $3.78 


Cumulative effect of changes 
ine reoVU NTs faCHlOY oonar necaenoneonncorcadeusnauons = = 0.03 


Nefincome—UiS: GAAP). uae ten neaee eee ae $5.41 $4.81 $3.81 
Weighted-average number of 

common shares outstanding 

(millions) =USs GAAP. wy satenctact chtcrisiclGeteeeiectrts 192.1 195.0 197.3 
(ii) Diluted earnings per share 

Year ended December 31, 2001 2000 1999 

Income before cumulative effect of changes in 

ACCOUNTING) PONY — US. GAAP eae eeeeneeentnn eee $5.23 $4.67 $3.71 
Cumulative effect of changes 

Navel tafe || Soi aoe cuacHoetepononeasnatesncsnasc = = 0.03 
Netincome—U!S\GAAP san eor ene eee ere $5.23 $4.67 $3.74 
Weighted-average number of 

common shares outstanding 

(millions) =\'S.. GAAP coleas tenet pcnenern coer eeeiee 201.0 202.8 202.5 


C. Reconciliation of significant balance sheet items 

(i) Joint ventures 

Effective for 2001, the Company's interests in joint ventures are not sig- 
nificant. As a result, the difference between accounting for them using 
the equity method under U.S. GAAP and using the proportionate consoli- 
dation method under Canadian GAAP has not been disclosed separately. 


(ii) Shareholders’ equity 

As permitted under Canadian GAAP, the Company eliminated its accumu- 
lated deficit of $811 million as of June 30, 1995 through a reduction of the 
capital stock in the amount of $1,300 million, and created a contributed 
surplus of $489 million. Such a reorganization within Shareholders’ equity 
is not permitted under U.S. GAAP. 

Under Canadian GAAP, the dividend in kind declared in 1995 (with 
respect to land transfers) and other capital transactions were deducted 
from Contributed surplus. For U.S. GAAP purposes, these amounts would 
have been deducted from Retained earnings. 

Under Canadian GAAP, costs related to the sale of shares have been 
deducted from Contributed surplus. For U.S. GAAP purposes, these amounts 
would have been deducted from Capital stock. 
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Under Canadian GAAP, the excess in cost over the stated value result- 
ing from the repurchase of shares was allocated first to Capital stock, 
then to Contributed surplus and finally to Retained earnings. Under U.S. 
GAAP, the excess would have been allocated to Capital stock followed 
by Retained earnings. 

For Canadian and U.S. GAAP purposes, the Company designated all 
U.S. dollar denominated long-term debt of the parent company as a for- 
eign exchange hedge of its U.S. subsidiaries. Under Canadian GAAP, the 
resulting net unrealized foreign exchange gain, from the date of designa- 
tion, has been included in Currency translation. For U.S. GAAP purposes, 
the resulting net unrealized foreign exchange gain as well as a minimum 
pension liability adjustment has been included as part of Other compre- 
hensive income in the Consolidated Statement of Comprehensive Income 
and Accumulated other comprehensive income, a separate component 
of Shareholders’ equity, as required under Statement of Financial 
Accounting Standards (SFAS) No. 130, “Reporting Comprehensive 
Income.” There are no requirements under Canadian GAAP to record 
a minimum pension liability adjustment. 


(iii) Investment in 360networks Inc. 

In 2001, under U.S. GAAP, the Company recorded a charge to write 
down its net investment in 360networks Inc. Prior to the write-down, in 
accordance with U.S. GAAP, the Company accounted for its investment 
in accordance with SFAS No. 115, “Accounting for Certain Investments in 
Debt and Equity Securities.” The shares were classified as “available-for- 
sale securities” whereby the investment was carried at market value on 
the balance sheet as part of Other assets and deferred charges and the 
changes in the value of the investment were recorded in Other compre- 
hensive income as an unrealized holding gain (loss). For Canadian GAAP 
purposes, the investment was accounted for on a historical cost basis. 


(iv) Derivative instruments 

On January 1, 2001, under U.S. GAAP, the Company adopted SFAS No. 133 
“Accounting for Derivative Instruments and Hedging Activities,” as amended 
by SFAS No. 138 “Accounting for Certain Derivative Instruments and Certain 
Hedging Activities.” In accordance with these statements, the Company 
has recorded in its balance sheet the fair value of derivative instruments 
used to hedge a portion of the Company's fuel requirements. Changes in 
the market value of these derivative instruments have been recorded in 
Other comprehensive income. There are no similar requirements under 
Canadian GAAP. 


(v) Convertible preferred securities 

The convertible preferred securities are treated as equity under Canadian 
GAAP, whereas under U.S. GAAP they are treated as debt. Consequently, 
the costs related to the issuance of the convertible preferred securities 
are, for Canadian GAAP purposes, treated as an equity transaction and 
netted against the consideration received while under U.S. GAAP, the costs 
are reported as deferred charges and amortized over the term to maturity. 


Canadian GAAP 


Notes to Consolidated Financial Statements 


(vi) The application of U.S. GAAP would have a significant effect on 


the following balance sheet items as reported: 


In millions 


December 31, 2001 2000 

Gurrent assets Canadian GAAP Ao. vicescucscrvecessccccissesceus $9 15164> $1125 
Haintventureszandiotheneeacuperrrncnascicce scince cc se.cenoe rece a - (17) 
Guigentassets UE SiGAAP mnpern tanner hn cecitio: seackvicewss fens $ 1,164 $ 1,108 


Properties;—iGanadian) GAA Poe. rity iaadstersieacon(s or sideiste nies nora $16,723 
Property capitalization, net of depreciation ................... 2,422 
loinkwentanesiand Othehmereretatrmctacscsricas css aaasemsaieimerne - 

BrOPertiest—1U Sal GAAP a ceerenirin stacacde <aacnacGhisuneaan dese $19,145 


$13,583 
2,053 
2 


$15,638 


Other assets and deferred charges — Canadian GAAP............ $ 901 
DebnissuercOstsmereneremerenne cman scencn ewan csc socea 12 
Intangiblefassetimenretrentrncsncee cane rare eis car ccm: co scien 1 
InvestmentimS360networks INGE pe -canemccs cates nciee as cen nss = 
JOMTEVeNEKeS aNd ONE see meee sce cer se ebe waioryn comtes - 

Other assets and deferred charges — U.S. GAAP. .............0005 $ 914 

Current liabilities — Canadian GAAP .........00c cece cece eee e nes $ 1,638 
Fel derivativelinstruments .ncc- semccnemcsmeemeeaceachacmane- 31 
NOMMEWVENTUTES aN dlOthehemecceneeraemanie dienicacioa eremmanaind ahs - 

Gurrent liabilities = U!S, GAAP oo... sc. 2. nepent OO Rrveenonie yacieeess $ 1,669 

Deferred income tax liability — Canadian GAAP...............0+4. $ 3,729 
Cumulative effect of prior years’ adjustment to income....... 845 
Income taxes on current year U.S. GAAP adjustments......... 110 
Income taxes on translation of convertible 

Preferred|Secunities: emapacesbiacepe amare tw cides a smeio scars 8 
Income taxes on translation of U.S. to 

Canadian GAAP adjustments to the 

net investment in foreign operations ..............000ee eee 5 
Investment in) 360netWOrks ING.<..c)0ceccascecereereder vine ses = 
Cumulative effect of change in accounting 

POlicy/—iForeigh | eXGNAN Gear asclassi ee clatdalesce-stelolsieeaicioie eae = 
Income taxes on minimum pension liability adjustment....... (6) 
Income taxes on fuel derivative instruments ..............00+: (13) 
INcOMertaXdratemeMUCHEONS were nst cisients ne sie cis vie saci wialaeccte ele (86) 


NOMEN ECE SeaAITd | OTNEP sere sqeicracrers ae coe ofercteisvsievernierevesctsluolsieaisi ass (1) 


Deferred income tax liability — U.S. GAAP.........6.000cerennenns $ 4,591 


$ 411 
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5 
$ 3,375 


Other liabilities and deferred credits - Canadian GAAP.........- $ 1,296 
StOcK=DaSedCOMPpPenSatlOMsmc ce sete ne -tlla.anieieleldee «inate aitalelea iol 24 
Minimum pension liability adjustment ..............0ccceee eee e es 18 
Ritel enivativentns tnummerntsrterijscmcmse arti teietie rls)a efeisisnte nin ns 7 
Joint ventUresrandhothen warps cts amsers cttsinr- fete seinerloinsnte apenas sie = 
Other liabilities and deferred credits — U.S. GAAP.......+..++.06 $ 1,345 


$ 1,193 
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In millions December 31, 2001 2000 
Gapitalistock\Ganadian|GAAP parece nee eee ee RE ee EEE EE nse EE Eree $ 3,209 $ 3,124 
Capitalineorganizationiae-eeateetca ener er eeeere sere eter ener 1,300 1,300 
Costs related to the sale of shares...............0cceseeeeeeee (33) (33) 
Stock-basedcompensation|--e-srrerteen een er eee ener et erne eee 48 40 
Shareepurchase|program: as-ereeect reese reer acer ee eeer cee (82) (82) 
Capital stock —UISIG AA Pee ena peer een ee ene eee ee $ 4,442 $ 4,349 
Convertible preferred securities - Canadian GAAP............... cS epyp Gh si] 
Debiiissue costs: is, mocacutrenea eeaceecencr erence eee cee CEre 12 12 
Unrealized exchange loss on convertible 
preferredisecuritiessenacccaenscereneemce at Ree ete eee 27 6 
Convertible preferred securities 
(classitied|asidebt)i U.S. |GAAP aaa e re eeee Pere eeee cena nee $ 366 $ 345 
Contributed surplus — Canadian GAAP..............00.000e00e00s $ 178 $ 178 
Dividend in kind with respect to land transfers ............... 248 248 
Costs related to the sale of shares...............0cceseeeenees 33 33 
Other transactions and related income tax effect ............. 18 18 
Shareirepurchaselprograimarccsecse-aee-ceceee ne tecenereeeeee 12 12 
Capital reorganization sscccetecmek cee anee eter eee eee (489) (489) 
Gontributedisurplus —1U:SaiGAA Pen heen ceeeRercEeeeGnneeeherce $ - § - 
Currency translation — Canadian GAAP ...........0eceeereeeene es S)s3) 0S ol 
Unrealized foreign exchange gain on translation of U.S. 
to Canadian GAAP adjustments to the net investment 
in foreign operations, net of applicable taxes.............. 10 - 
Unrealized exchange loss on convertible preferred 
securities, net of applicable taxes..............ceceeeee eens (17) (4) 
Fuel derivative instruments, net of applicable taxes........... (25) - 
Incometax irate neductionSiassssaeeeeeehen eae eee eee reer a (32) ~ 
Minimum pension liability adjustment, net of applicable taxes (11) - 
Investment in 360networks Inc., net of applicable taxes ...... - 94 
Accumulated other comprehensive income — U.S. GAAP......... SDC ES mani! 
Retained earnings — Canadian GAAP ..........000..seeeee eee e eee $2,514 $ 1,949 
Cumulative effect of prior years’ adjustments to income...... 1,136 912 
Current year adjustments to net income ...................005 313 163 
Share repuirchaselprograntcmmas-tste etme oeten Osean ech tetera 70 70 
Cumulative effect of change in accounting 
policy — Foreign exchange.............csseseeeeeeneneeeens - 61 
Cumulative dividend on convertible preferred securities ...... 32 20 
Capitalireotdanizationt-cesspnmteseho tert eee eee cee ee rearere (811) (811) 
Dividend in kind with respect to land transfers ............... (248) (248) 
Other transactions and related income tax effect ............. (18) (18) 
Retained earings 1) Si GAA Puan sere tees ceckse ere eh cet $ 2,988  $ 2,098 


Canadian National Railway Company _—101 


Notes to Consolidated Financial Statements 


23 Quarterly financial data — unaudited 


In millions, except per share data 


Fourth Third Second First Fourth Third Second First 
REVONUCS err ge Saison cte enact he eee Cee eee eeat $1,537 $1,325 $1,392 $1,398 $1,396 $1,334 $1,337 $1,379 
Operating inCOMe: f.. sccceuesacose tee Hasna enema ae $ 428 $ 331 $ 245 $ 362 $ 344 S321 $ 346 $ 374 
INGE INCOME’ seca sce srspecosels toys ce Sere stererete ctelete cela tt-letetetaie eis oo ato Ts $ 238 $ 178 $ 40 Smut Sy 175 $ 161 $ 188 $ 250 
Basic @arnings PEr'SHAlesixarsras wa ston errant $1622 $ 0.91 $ 0.19 $ 1.40 $ 0.90 $ 0.82 $ 0.95 $ 1.23 
Diluted eamings per Share’ conc cecssec-enwartauceae cae aate $ 1.18 $ 0.88 $ 0.19 $ 1.36 $ 0.88 $ 0.80 $ 0.93 $ 1.20 
Dividend declared per Shar€ .........0..ccecec cen eeeeee scenes $0.195 $0.195 $0.195 $0.195 $0.175 $0.175 $0.175 $0.175 


24 Comparative figures 


Certain figures, previously reported for 2000 and 1999, have been 


reclassified to conform with the basis of presentation adopted in 


the current year. 
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The CN Pension Plan and the CN 1935 Pension Plan 


General review 


Trustee 
Through December 31, 2001, Montreal Trust Company of Canada (Montreal 
Trust) was the Trustee of the Canadian National Railways Pension Trust 
Funds (CN Pension Trust Funds, or Funds). As Trustee, Montreal Trust per- 
formed certain duties which included holding legal title to the assets of 
the Funds and ensuring that Canadian National Railway Company (CN), 
as Administrator, complies with the provisions of the CN Pension Plan, 
the CN 1935 Pension Plan and the Pension Benefits Standards Act, 1985 
and its regulations. The checks and direct deposit statements in respect 
of these plans were issued in the name of Montreal Trust, Trustee of the 
CN Pension Trust Funds. 

Effective January 1, 2002, CIBC Mellon Trust Company has been 
appointed as the new Trustee of the CN Pension Trust Funds. 


Administration of the pension plans 

Overall accountability for the pension and benefit administration is the 
responsibility of CN. William M. Mercer Limitée, an employee benefits 
consulting firm, performs agreed-on pension and benefit administration 
services on behalf of CN. 


Pension benefits 
A. Pension improvements 
On January 1, 2001, retirees and surviving spouses eligible for regular 
pension indexation received an additional pension increase based on the 
number of years that retirees had been on pension and their pensionable 
service at the time of retirement. This was based on a recommendation 
made by the Pension Committee in 2000 and approved by CN’s Board 
of Directors. 

In 2001, CN’s Board of Directors also approved the following recom- 
mendations made by the Pension Committee to increase certain benefits: 


e Increase in the pension formula from 1.5%/2.0% to 1.6%/2.0% for 
active members on January 1, 2001, and to 1.7%/2.0% for active 
members on January 1, 2002, for each year of pensionable service 
from January 1, 1966. 

e Shorten the eligibility requirements to qualify for indexation from 
age 60 and at least five complete calendar years since retirement to 
age 59 and at least four complete calendar years since retirement 
effective January 1, 2002. 

e Index pensions at 75% of inflation rather than 60% of inflation for 
2002 only. This means that retirees and survivors who meet the eligi- 
bility requirements will see their 2002 pension increase by 2.25% 
instead of 1.8% on the first $3,000 of basic monthly pension. This is 
a lifetime pension benefit increase. 

¢ Special improvement to pensions payable to eligible retirees and sur- 
viving spouses entitled to indexation on January 1, 2002, based on 
the number of years that such retirees have been on pension and 
their pensionable service at time of retirement. 


In addition to the above improvements, the CN Pension Plan has 
been amended to provide for the reduction in the basic employee contri- 
bution rates from 5.48%/6.98% to 4.3%/6.3%, effective January 1, 2002, 
to reflect an agreement that CN reached with five of its six unions on 
the implementation of an employee-paid Long Term Disability Plan (LTD) 
for unionized employees active on January 1, 2002 and thereafter. The 
remaining union established an employee-paid LTD plan in 1999 and the 
members of such union will also benefit from the contribution reductions, 
subject to the same conditions as for the other unionized members. 
Disability pensions under the CN Pension Plan will be reduced to reflect 
the benefit payable under this new LTD plan. 

The non-unionized employees will also benefit from the contribution 
reductions but the full cost of this reduction will be charged to the 
Non—Unionized Improvement Account as they have been covered by a 
CN-paid long term disability plan under the CN Flex Benefit Program 
for many years. 


B. Indexation agreement and escalation account 

As a result of the indexation agreement negotiated with the railway 
unions in 1989 and improvements to such agreement negotiated in 1992 
and 1998, approximately 41,400 retirees and surviving spouses received 
permanent pension increases in 2001. These increases amounted to 
1.44% on the first $2,750 of the basic CN monthly pension, with a guar- 
anteed minimum monthly pension increase of $9.00 for eligible retirees 
and $4.50 for eligible surviving spouses. 

Under this indexation agreement, effective January 1, 1989, 50% of 
the experience gains or losses related to pensioners are accounted for 
separately in the Escalation Account. Net experience gains are used to - 
pay for indexation of pensions above the minimum up to the maximum 
annual amount. The maximum annual indexation for eligible retirees and 
survivors is 60% (75% for the 2002 indexation) of the increase in the 
Consumer Price Index (CPI) to a maximum increase in CPI of 6%, with an 
annual limit on the amount of pension which can be indexed. 

In addition, the Pension Committee may recommend additional ben- 
efits for pensioners, financed from the Escalation Account, if the balance 
in the account exceeds a certain threshold. These additional benefits are 
subject to approval by CN’s Board of Directors. Such additional benefits 
were granted on January 1, 2001, to retirees and surviving spouses 
eligible for the regular indexation. In addition to the regular indexation, 
approximately 41,400 pensioners received an average increase of 4.1% 
in their pension. 

Also, in 2001, CN’s Board of Directors approved the Pension 
Committee's unanimous recommendation to broaden the eligibility crite- 
ria for pension indexation, increase maximum indexation for 2002 only 
and to increase pension payments for eligible retirees and surviving 
spouses, effective January 1, 2002 as indicated under section A. Pension 
improvements. The value of such improvements was charged to the 
Escalation Account in the current valuation. 
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The basic eligibility requirements, in 2001, to qualify for indexation 
and the additional benefits were to have been retired for five complete 
calendar years and to have reached age 60. Effective 2002, the eligibility 
requirements to qualify for indexation and the additional benefits will be 
shortened to four complete calendar years after retirement and to have 
reached age 59. 


C. Improvement accounts 

Effective January 1, 1998, the unions and CN agreed to share the experi- 
ence gains (losses) resulting from investment earnings related to active 
unionized members of the CN Pension Plan, based on the same concept 
as the indexation agreement. Under this agreement, annual calculations 
will determine the amount of experience gains or losses to be credited 
(debited) to an account referred to as an Improvement Account and the 
balance of such account, if positive, may be used to improve benefits of 
unionized active members or reduce their contributions, as recommended 
by the Pension Committee and approved by CN’s Board of Directors. 

The Improvement Account concept was also extended to non-unionized 
members and separate accounts were created for unionized and non- 
unionized members. 

In 2001, CN's Board of Directors approved the Pension Committee's 
unanimous recommendation to increase the pension formula as indicated 
under section A. Pension improvements. The value of such improvements 
was charged to the Improvement Accounts in the current valuation. 


Annual pension statements 

As required by the Pension Benefits Standards Act, 1985 and to keep 
employees who are members updated annually on their personal entitle- 
ment, personalized pension statements were prepared as at December 
31, 2000 and distributed by June 2001. 


Services to pensioners 

A. Direct deposit: 

The Direct Deposit System (DDS) is available to all retirees and survivors. 
Under this system, the monthly pension benefit is deposited directly into 
the individual's personal account. An itemized pension pay stub is sent 
to that individual initially, each January and whenever the gross or net 
amount changes. About 41,000 pensioners used this service in 2001. 


B. Toll-free help lines: 

Approximately 51,500 calls were handled in 2001 through the central 
toll-free help line (1-800-361-0739). Staff handling the toll-free tele- 
phone line have ready access to records and information required for 


quick, efficient and accurate responses to most callers’ needs — in both 
of Canada’s official languages. 
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The CN Pension Plan and the CN 1935 Pension Plan 


Trustee's report 


To the Administrator and the Members of the CN Pension Plan and 
the CN 1935 Pension Plan 


We, Montreal Trust Company of Canada, are the Trustee of the Canadian 
National Railways Pension Trust Funds (“CN Pension Trust Funds"). 

As Trustee, we have appointed KPMG LLP to examine the systems, 
procedures and internal controls used in respect to the custody, invest- 
ment, and administration of the assets of the CN Pension Trust Funds, the 
administration of the CN Pension Plan and the CN 1935 Pension Plan 
("1935 Plan”), and the performance of Canadian National Railway 
Company (“CN”) as Administrator of the CN Pension Plan and the 1935 
Plan for the year ended December 31, 2001. 

Our examination included such tests and procedures as were consid- 
ered necessary in the circumstances taking into consideration the 
requirements of the Trust Deeds and our experience in the Canadian 
pension industry. 

In our opinion, based on the reasonable, but not absolute, degree 
of assurance obtained from the examination performed, the aforemen- 
tioned systems, procedures and internal controls, used by CN as Adminis- 
trator, operated effectively during the year ended December 31, 2001, 
and complied with the objectives of the Pension Benefits Standards 
Act, 1985 and its Regulations. 


jet ee 
_SLégd 
Montreal Trust Company of Canada 


Trustee of the Canadian National Railways 
Pension Trust Funds for the year 2001 


Montreal, January 22, 2002 
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Actuary's report 


To the Board of Directors 
Canadian National Railways Pension Trust Funds 


We have conducted actuarial valuations for funding purposes as at 


December 31, 2000 for the CN Pension Plan and the CN 1935 Pension Plan. 


As at December 31, 2000, these valuations revealed a consolidated 
actuarial liability of $10,035 million, a consolidated surplus of $417 mil- 
lion and a current service cost net of plan members’ contribution of 
$75 million in 2001. The next actuarial valuations will be conducted as 
at December 31, 2003, at the latest. 


In my opinion, for the purposes of the valuations, 


e the data on which these valuations were based were sufficient 
and reliable, 

e the assumptions are, in aggregate, appropriate; and 

e the methods employed in the valuations are appropriate. 


We have also conducted actuarial valuations for accounting purposes as 
at December 31, 2000 for the CN Pension Plan and the CN 1935 Pension 
Plan. 

These valuations were made in accordance with the requirements 
of Section 3461 of the Handbook of the Canadian Institute of Chartered 
Accountants (CICA). They revealed a consolidated actuarial liability of 
$10,722 million. 

The difference between the results of the actuarial valuations con- 
ducted for funding purposes and those conducted for accounting pur- 
poses is mainly due to the CICA Section 3461 requirement to use an 
interest rate inherent in the amount at which the actuarial liability could 
be settled at the date of valuation. 

Both valuations have been prepared and, my opinions given, in 
accordance with accepted actuarial practice. 


(pretiid WULLhAhl Gy . 


Bernard Morency 
Fellow of the Canadian Institute of Actuaries 
William M. Mercer Limitée 


Montreal, January 22, 2002 


Auditors’ report 


To the Board of Directors of 
Canadian National Railway Company 


We have audited the consolidated statement of net assets of the CN 
Pension Plan and the CN 1935 Pension Plan as at December 31, 2001, 
and the consolidated statement of changes in net assets for the year 
then ended. These financial statements are the responsibility of the 
Administrator. Our responsibility is to express an opinion on these 
financial statements based on our audit. 

We conducted our audit in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examin- 
ing, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by the Administrator, as 
well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, 
in all material respects, the net assets of the CN Pension Plan and the 
CN 1935 Pension Plan as at December 31, 2001, and the changes in 
their net assets for the year then ended in accordance with Canadian 
generally accepted accounting principles. 


Prug LLP 
KX pice 


KPMG LLP 
Chartered Accountants 


Montreal, Canada 
January 22, 2002 
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Consolidated Statement of Net Assets at Market Value 


In millions As at December 31, 2001 2000 
Tel ts ee ee oe ne EN rae nn yh PW es hE On WeEtin aanmia ceebondae macades sonacudGeartscose ane $ 3,733 $ 3,744 
MOrtg ages uiiicw sian vio o'stels pater ella aww etaiere asentn dy pis.n mn nie eibra alate sir eis pistes tebe Ue eeRte init reef MRL else escrito 272 261 
P| Rec eae Ee ae ee et man mann amare noc Gab cancion donner) Okoo ada usomoitce 271 261 
Oikarnd ass dee Son va oe eh leis tee o re ntore ta cdlso.e Wiasetsguan els b Gree nave Ny Svaats «iter 0 eta iste ea ie el ea ee eee eee ee 468 377 
EQQUPEIES < Uivasche arctan syererctere alesis ale eaespiecelate saMtne vices tami ec creed ersuct Se aiieye's Wa re ieee ent eter ts eRe fee Oe ene Ree 6,033 W255 
Cash and Short-term: investments: «ic.ca:cac sasca-s etic semieetsmcie act cerececrmaen we merece neroeraeie oe eels prem eet peetericmrciaie sare eatere 890 421 
11,667 12,319 

Receivable from: Canadian’ National, Railway: Cormpamy case cccrrcetier sissies <cleel-velrelatetereretettre stvterelateletevelateretele eVeteretonerstereteretetereteistetee 5 21 
Netother‘assets: (liabilities) Sei esces ccc cescsteucaue os imeem stance aeiineee rcicume select ercice eh siancere cree etter eee (1) 16 
$11,671 $12,356 


On behalf of the Board: 


David G.A. McLean 
Director 


See accompanying notes to consolidated financial statements. 
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Paul M. Tellier 
Director 


Consolidated Statement of Changes in Net Assets at Market Value 


In millions Year ended December 31, 2001 2000 
Nevassetsiat iiarkeL VaileDeGHining OF VOI op v.t, 0c (a8 veo eicc cantnaus «idGatacsnet ties eked $12,356 $11,664 
Investment income 
ES Ieee EN eS ta ee SUT ES esa ace Sig tacellvshecdk nlx vv ca «ness wk ge auc irokte bese aes Meek Clete: JL 238 190 
OMUCE at. sualsuginhon ocayog the -San A Aa oer a en ieee Ala a eee ee 18 20 
Realestate ame em MEM ry ccc hoor any cee ok Gud oie naga e neigh a he a ee: fi 8 
OT ETTELOEB 235.088 ABE np is Bd SEO an ee De ee Rie yn oP 48 46 
ERIE ROS Meat teeta snore erate tate Bane vifctiep ap ae-ips afarna nulan's dae R Seen Boom O se ASE Toe IIE OEE 88 74 
SHO LCHTEINVeESL NEN tsar a meereeneys See arden neT. CME Ms SS vm codec’ bac cleasid cotinine ok ede beeceueame 20 23 
423 361 
Less administrative expenses .............. Beers tinextaichchapesenatne Geotnsisiactinata et Nea se Roe oe eee mine eee cet eet a eee (18) (15) 
Investment income before net gain on sale of investments ..............scscescceeuseccececevceeeensesenseeeseeeeeneseues 405 346 
Neral NOUS alerOmimveStinentsmon qaabermccnhas cue attenee te dani Fadi adi +15 « nigena vee rele bece anteaters alate SReNEe OF aR 486 O19 
WEEN UA ESUT ET MITTEE: ot Beg RT eo oe Sao oe Ee ses 2 a UE ed tras tee Same 891 1,265 
GAreaZCD CCDTECIATONND UAE OF MIVESTINEN ES ccs caccc. slew rics ers » 004 u6'n0.s dm em ieeragraiene sek nes Sens iaINe ine Secree ee (1,060) (69) 
Contributions 
EDDY COS aemne ea, sree ees Te uth tia Sm anepvay Wl ieiNL AN. ao bores omlue awe tebe nee ae raaneinee whos Somme e.ciguenbinege Sone 73 74 
Gompanyaseseenn ceeceene ects STR NTS as Sate a raierevcr Po ee oe Nate abe wie Stole cisrauclateae oiateis eta etait ic eetloleie wedpcepuge buchen eitecee 69 59 
EY COM NUT OTS occa codeteo tdenase 6 OSB ae oO CONC OCE TMG eon rer oc oLicorTo eater aoc adeueamaat sea oboAmiaabEos 142 133 
Disbursements for members . 
PERSION LDCR ELI tSilallemert meter mace ears is cits vise CPs agree null tenin wire clgabe Semacanameee Roast one \gumman sen esaanenes (618) (587) 
FRO RUITICLS sree et estes treaty terse tecaresn eyaraicce ocak: cPororsberaio/arayay« ctavovala s elev= comearaareves cela slaw ishia stausattann a hataninaretaie ceacetorembsiaute sale eee Miseys (43) (47) 
OLAMGISOUISCINCNIISHOlsIN CIN DENS AAPRE Cr ener nicer ieee titi cs insists tect: eee eee en anes este re eye (661) (634) 
TANS TCI SCORER TEI Nee isc Shs o 8 cic elbve cksisl FANG Seebeet Ta oe GUSTS SVG ISTH SSIGHS RH LS ENS EONS CaO Sle elet Peieie ae 3 (3) 
INGTAINGICAS CM CLECICASC) ee te sterarsa secphats loci nln bats eajasto one eee Nic tenes ie eee es sie anton lies seer eter cietee ns (685) 692 
NGG aSSetS at INGIKET VaIUG, CNG OF VEAL w.8. stem es rile siete wa’ cis olsicis ulna ola ainjos-oinleaha nn arte Bis wiaoeletiatnsyel ein n dsinls oink simieirii $11,671 $12,356 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


1 Description of plans 


These consolidated financial statements cover two pension plans, the CN 
Pension Plan and the CN 1935 Pension Plan (CN Plans), and include the 
accounts of the Canadian National Railways Pension Trust Funds and its 
wholly owned companies. All references in these financial statements to 
the “Company” refer to Canadian National Railway Company, which is 
the Administrator of the CN Plans. The CN 1935 Pension Plan is for a 
closed group of members and represents less than 1% of the pension 
obligation of the plans. Therefore, the following is a summarized descrip- 
tion of the CN Pension Plan only. Please refer to the rules of the CN 
Pension Plan for additional information. 


A. General 

The CN Pension Plan (the Plan) is a contributory defined benefit pension 
plan generally applicable for new employees from the first day of employ- 
ment. Under this Plan, employees contribute between 5.48% and 5.88% 
(4.3% and 4.7% effective January 1, 2002) of earnings up to the Year's 
Maximum Pensionable Earnings (YMPE) under the Canada or Quebec 
Pension Plan and between 6.98% and 7.38% (6.3% and 6.7% effective 
January 1, 2002) of earnings in excess of the YMPE up to a maximum of 
$5,945 in 2001. Participants are not required to make contributions after 
35 years of pensionable service. Company contributions are determined 
on the basis of actuarial valuations done at least on a triennial basis in 
accordance with the requirements of the Pension Benefits Standards Act, 
1985 and Regulations thereunder. 


B. Pensions 

Pensions are based on the employee's average pensionable earnings for 
the best five consecutive calendar years or the last 60 months of employ- 
ment at the rate of 2% for each year of pensionable service prior to 
January 1, 1966, 1.6% for each year of pensionable service thereafter up 
to the average YMPE over the last 60 months (1.7% for active employees 
as of January 1, 2002), and 2% of the excess of such average pension- 
able earnings over the average YMPE. The maximum annual pension 
payable is $1,715 multiplied by the pensionable service of the member. 
Pensionable service is limited to 35 years. 


C. Retirement age 

The normal retirement age is 65. However, employees with 85 points 
(age plus pensionable service) and with the Company's consent are enti- 
tled to an early retirement pension without reduction as long as they are 
at least 55 years of age. Furthermore, employees with less than 85 points 
can retire anytime from age 55 with a reduction in their pension of 0.5% 


for each month (6% per year) between their date of retirement and their 
65th birthday. 


108 The CN Pension Plan and the CN 1935 Pension Plan 


D. Disability pensions 

A member with 10 years of pensionable service who is either declared 
unfit to perform his/her usual employment with the Company due to a 
permanent disability which occurred prior to 1992, or is declared totally 
and permanently disabled due to a disability which occurred after 1991, 
may, subject to certain conditions, apply for an immediate reduced or 
unreduced pension. Any declarations in respect of a member's disability 
are the responsibility of CN’s Chief Medical Officer. The disability pension 
may be adjusted to take into account benefits payable under a long-term 
disability plan or under a Workers’ Compensation Act of any province. 


E. Pre-retirement survivors’ pensions and death refunds 

A survivor's pension is payable to the eligible spouse of a member who 
had a minimum of two years of plan membership upon his/her death. 
Otherwise, a death refund is payable to the spouse, or, if there is no 
spouse, to the estate of the member. 


F. Post-retirement survivors’ pensions and estate settlements 
Upon the death of a retiree who had an eligible spouse at retirement, 
either 55% or 60% of the basic pension of the retiree is payable to that 
spouse during his/her lifetime depending on the option elected at retire- 
ment. The survivor pension is guaranteed for the first 10 years after 
retirement. If the retiree and the surviving spouse, if any, die in the first 
10 years after retirement, the survivor pension will be payable to the 
estate of the retiree until the 10-year period is over. 


G. Termination benefits 

Upon termination of service, a member is entitled to either his/her 
contributions with interest or to the value of his/her benefits accrued 
under the Plan or to a deferred pension or a combination of the above, 
depending on his/her age, pensionable service and years of membership 
at termination. 


H. Income taxes 

The Plan is registered under the Income Tax Act and Regulations. Contri- 
butions to the Plan are tax deductible and investment income of the 
Canadian National Railways Pension Trust Funds is not taxable in Canada. 
Investment income from some foreign countries is subject to withholding 
taxes, which are either fully or partially recovered. 
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2 Summary of significant accounting policies 


A. Basis of presentation 

These consolidated financial statements are prepared on a market value 
basis, in accordance with generally accepted accounting principles in 
Canada for pension plans, which require management to make estimates 
and assumptions that affect the reported amounts at the date of the 
financial statements. Actual results could differ from these estimates. 

_ These statements present the aggregate financial position of the CN 
Plans as a separate financial reporting entity independent of the sponsor 
and plan members, and are prepared to assist plan members and others 
in reviewing the activities of the CN Plans for the year, but they do not 
portray the funding requirements of the CN Plans or the benefit security 
of individual members. 


B. Valuation of net assets 

Market value is determined using publicly quoted prices where available. 
When such prices are not available, market values are estimated on the 
basis of: the present value of estimated future net cash flows, the market 
value of comparable assets, or the breakup value of underlying assets. 


Valuation of net assets by category is as follows: 
(i) Bonds are valued using the closing market bid as at December 31. 


(ii) Mortgages are valued using current market yields of financial 
instruments of similar maturity and at appropriate spreads from 
instruments of comparable quality. 


(iii) Real estate consists of land and buildings. Land is valued using the 
market value of comparable assets, and buildings are valued using 
the present value of estimated future net cash flows and the market 
value of comparable assets. Independent valuations of land and 
buildings are performed triennially. 


(iv) Oil and gas reserves are valued using the present value of estimated 
future net cash flows, which are based on projected production, 
prices, and costs. Land is valued using the market value of compara- 
ble assets. Trust units and equities are valued using the closing 
market price as at December 31. 


(v) Equities are valued using the closing market price as at December 31. 


(vi) Short-term investments and other assets are valued at cost, which 
approximates market value. 


(vii) Listed derivative financial instruments are valued using the market 
settlement price as at December 31. Unlisted derivative financial 
instruments are valued using the present value of future net cash 
flows determined by using closing market levels and interest rates 
for instruments of similar maturity and credit risk. 


C. Income recognition 

Dividends are accrued on the ex-dividend date; income from other invest- 
ments is accrued as earned. Gains or losses on sales of investments are 
recognized on the dates of sales and are calculated on the basis of the 
average cost of the assets. 


D. Foreign exchange 

Assets and liabilities denominated in foreign currencies are translated 
using current rates as at December 31 or at the forward foreign exchange 
contract rates for investments that are hedged. Foreign dividends and 
interest income are translated at the rates prevailing when accrued. 


E. Change in market value 

The change in market value has been segregated in the Consolidated 
Statement of Changes in Net Assets at Market Value between Net 
gain (loss) on sale of investments during the year and the Unrealized 
appreciation (depreciation) in value of investments, which is the 
balance of the change in market value of investments for the year. 


F. Contributions 

Contributions from employees are recorded in the period in which the 
Company makes payroll deductions. The contributions from the Company, 
as determined by the latest actuarial valuations, are recorded using the 
accrual method. 


G. Transfers 
Transfers to/from other funds are accounted for in the period in which 
the value of the transfers can be reasonably estimated. 


3 Investments 


All investments are securities, assets or financial instruments where the 
CN Plans’ original intention is to hold to maturity or until market condi- 
tions render alternative investments more attractive. Significant terms 
and conditions of investments as at December 31 are as follows: 

Bonds, 90% (91% in 2000) of which are issued or guaranteed by 
Canadian or U.S. governments, 9% (7% in 2000) by corporations, and 1% 
(2% in 2000) by supranational agencies, have a market weighted average 
coupon of 6.5% (6.3% in 2000). Maximum term is 30 years (31 years in 
2000) with an average term of 10.2 years (10.3 years in 2000). 

Mortgages, secured by real estate, have a market weighted-average 
coupon of 7.9% (7.9% in 2000). Maximum term is 23 years (24 years in 
2000), with an average term of 9.3 years (8.4 years in 2000). 

Equities are diversified by issuer, industry and by country. Canadian 
domiciled companies represent 46% (48% in 2000) of the equity portfo- 
lio and allocations to individual issuers or industry sectors are limited to 
3.5% and 17.7% (3.0% and 15.5% in 2000), respectively. 

Short-term investments, primarily securities issued by governments 
in Canada and Canadian chartered banks, have an average term of 28 
days (32 days in 2000) and an average yield of 2.6% (5.8% in 2000). 
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Notes to Consolidated Financial Statements 


3 Investments (continued) 


Derivatives are financial instruments whose value is derived from 
interest rates, foreign exchange rates, equity or commodity prices. 
Derivatives include forwards, futures, swaps and options. 

From time to time, the CN Plans use derivatives for asset mix man- 
agement purposes or to hedge the exposure to foreign currency, interest 
rate or market risks of the portfolio or anticipated transactions. 

Notional amounts of derivative contracts by risk category affected 
were as follows: 


In millions As at December 37, 2001 2000 
FOFCIQMICUITENCy Race caneemanact sas cea cectinceetmenen ene er $932 $1,713 
[uicl( 3 al Ge) Ganapacccdenence cuneennnernoapetceorn suapruotouncsdond $335 $ 889 
Equityandicommodityzqamnacceoreetensant ences seca ser cence $ 9 eo) 


The weighted-average term of the above contracts was 246 days 
(81 days in 2000). The total value of derivative instruments is negligible 
($33.5 million in 2000) and is included in the values of bonds, mortgages 
and equities, which are the asset classes affected. 

Approximately two thirds of derivative contracts were used to hedge 
foreign currency exposures. 


4 Credit risk 


Credit risk arises from the potential for an investee to fail or a counter- 
party to default on its contractual obligations to the CN Plans. 

In accordance with formally established policies, the CN Plans man- 
age credit risk by dealing with counterparties considered to be of high 
credit quality, utilizing an internal credit limit monitoring process as well 
as credit mitigation techniques such as master netting and collateral 
agreements. 

At year end, the CN Plans’ most significant concentrations of credit 
risk were with the governments of Canada and the United States which 
issued or guaranteed $3,181 million and $192 million ($1,844 million 
and $996 million in 2000), respectively, of securities held by the CN 
Plans. Excluding the above, the remainder of assets are diversified with 
no other issuer accounting for more than 3.3% (2.0% in 2000) of total 
net assets. 

The credit risk of derivative instruments is limited to the cost of 
replacing, at current market value, all contracts which have a positive 
value. The following table shows the credit risk of all derivative instru- 
ments outstanding at year end. 


Credit risk — Derivative instruments 


In millions 


As at December 31, 2001 2000 
MaXimumi@xposlireietneetcmametmt ere ncectre arene ee oe ere een mie $15 $34 
Effect of master netting and collateral agreements.................. (2) = 
Netichedititisktpagaaseumeaacuesaiek sect sania naniee ee eee en eae $13 $34 
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5 Funding policy 


In respect of the CN Plans, the contributions by the Company are deter- 
mined in accordance with the requirements of the Pension Benefits 
Standards Act, 1985 and Regulations thereunder, and are based on the 
projected unit credit actuarial cost method, with projection of salaries 
where future salary changes affect the amount of the projected benefits. 
In the case of the CN 1935 Pension Plan, the Company makes money 
purchase contributions in accordance with the rules of the plan. 

The latest actuarial valuations of the CN Plans were prepared by 
William M. Mercer Limitée as at December 31, 2000 and were submitted 
to the Superintendent of Financial Institutions and to the Canada 
Customs and Revenue Agency. In these actuarial valuations, the principal 
assumptions adopted by the CN Plans’ actuary are: members’ mortality, 
disability, retirement, termination of employment, merit and periodic 
increases in earnings, as well as a long-term rate of return of 7.25% 
(7.5% at the previous valuation) per annum on investments. Future 
increases in members’ earnings have been projected using economic 
assumptions consistent with this long-term rate of return. 


6 Transfers 


In 2001, the accounts include a provision for the amounts to be remitted 
to/from other funds to cover transfers of members of CN Plans to other 
pension plans and transfers of members of other plans to the CN Plans. 


7 consolidated actuarial pension obligation and asset value 


The actuarial valuations as at December 31, 2000 revealed a consoli- 
dated actuarial liability of $10,722 million and a consolidated actuarial 
asset value of $10,452 million. The results of these valuations were then 
used to estimate the corresponding figures as at December 31, 2001, 
which approximate $11,046 million and $10,970 million, respectively, 

as at that date. The principal components of the change in the pension 
obligations are the interest accrued on benefits ($693 million in 2001 
and $682 million in 2000), benefit payments and transfers ($655 million 
in 2001 and $637 million in 2000), benefits accrued during the year 
($163 million in 2001 and $143 million in 2000), and actuarial loss 
($123 million in 2001 and $738 million in 2000). The consolidated actu- 
arial liability was calculated in accordance with the Canadian Institute of 
Chartered Accountants (CICA) Handbook Section 3461 using a discount 
rate of 6.5% as at December 31, 2001 and December 31, 2000. The con- 
solidated actuarial asset value is based on a market-related method, 
which recognizes the change in market value over a period of five years 
using the straight-line method. 


2001 Presidents Awards for Excellence 


In a celebration of outstanding achievement, a select number of CN employees were recognized at the 


2001 President's Awards for Excellence held in Montreal in October. The award recipients, from throughout 
the CN system, were honored for helping to move the business forward in a wide variety of important ways. 
Their accomplishments are representative of the firm commitment to excellence and innovative spirit that 


makes CN North America’s best railroad. 


Category: New Business Opportunities 


x 


Category: Cost Effectiveness 


The Williams Energy Team — Gary Dale Adkins, Memphis, Tennessee; 
Josée Courchesne, Montreal, Quebec; Louis Homan, Memphis, Tennessee; 
Jeff Liepelt, Geismar, Louisiana; Debra Rae, Calgary, Alberta; Bruce Rieck, 
Edmonton, Alberta; Rodney Shulha, Edmonton, Alberta; Sherri Stark, 
Montreal, Quebec; Roger Stenvold, Edmonton, Alberta 


This “virtual” team showed what can be done when knowledge and experience 
from different corners of the company are combined. They put their heads together 
and worked to secure a new multiyear contract with Williams Energy, a Tulsa, 
Oklahoma-based company providing a full range of energy-related products 

and services. 


Category: Safety 


Chad A. Anderson, Centralia, Illinois 


When Chad got involved in developing a policy to protect employees working on 
tracks, he went the extra mile. His policy became the model, which is now used 
by the FRA on other U.S. railroads. It not only improves safety but also minimizes 
the impact on train operations and has resulted in satisfied stakeholders. 


Category: Exceptional Service 


Jean-Pierre Leblanc, Cornwall, Ontario 


Jean-Pierre’s customers appreciate his commitment to them as clients and as 
people. He’s always one step ahead of the game, anticipating their needs, keeping 
them up to date on developments and maintaining close communication ties. 

His caring attitude extends outside the workplace as well, where he never fails to 
have a friendly greeting when he meets his customers and their families. 


Category: Bravery / Exceptional Community Service 


Reginald E. Caster, Memphis, Tennessee 


Reginald is a man with a mission. Determined to provide positive role models 
for young inner-city kids, in 1986 he co-founded The Elephant Men, a mentoring 
group designed to build self-esteem in boys aged 9-13. Reginald feels that there 
is no greater enjoyment than helping children become “hardworking, positive 
people who are an asset to their community, family and country.” The group 
provides development programs that teach proper behavior, grooming and self- 
improvement. For the last 15 years, Reginald has dedicated a great deal of his 
time to this program about which he is so passionate. 


Category: People Management 


The Belleville Used Rail Sorting Team — Bruce Emberly, Montreal, Quebec; 
Richard Maltby, Belleville, Ontario; Susan Pike, Montreal, Quebec; 
John Shakell, Belleville, Ontario 


This team proved that a little innovative thinking can go a long way. By revisiting 
an existing method for disposing of used rail, they found new solutions that 
resulted in substantial savings. They arranged for some of the used rail to be 
recycled into other products instead of being sold only as scrap... and for freight 
charges to be billed to the buyer instead of having CN pay them. 


Category: Operational Breakthrough 


The Vancouver Pipeline Management Team — Greg Buckingham, Surrey, British 
Columbia; Earl Code, Edmonton, Alberta; Gerry Fox, Edmonton, Alberta; 
Grant Medland, Edmonton, Alberta; Marvin Rentz, Winnipeg, Manitoba 


This team saw an opportunity and seized on it. Coincident with the “de-pooling” 
of grain, they reexamined company procedures and found a new, faster and more 
efficient way to bring grain to the Port of Vancouver. Their goal of turning cars 
around faster and gaining efficiencies was more than realized. Not only did their 
innovative solution generate revenue increases for CN, it also led to lower annual 
railcar leasing costs. 


Category: Environmental Impact 


Guy Alan Crackel, Fort Frances, Ontario 


Despite the fact that he had been injured in a train derailment, Guy proved him- 
self capable of the quick thinking required to avert an environmental disaster. 

He helped to contain a locomotive fuel leak by working to plug the punctures that 
occurred during the accident. Thanks to him, the fuel ended up in one small area 
only, minimizing the impact on a scenic area that includes a lake. 


Category: Environmental Impact 


David Garrod, Winnipeg, Manitoba 


Although CN’s system for treating wastewater in Winnipeg was within accepted 
guidelines, it wasn't good enough for David. He decided the wastewater could 

be cleaner and set about finding a solution. And when he did, everyone benefited. 
Thanks to new chemicals, the water is now clear; the water treatment plant has 
reduced its solid waste by 40 per cent and there's an added bonus: The cost of 
chemicals has been reduced by 60 per cent. 


Category: Quality Improvement 


Richard Boyer, Brampton, Ontario 

The people who work for Richard can’t say enough good things about him. 

After his arrival at the Brampton Intermodal Terminal, employees quickly became 
impressed with his respect for them, his management style and his recognition 

of their efforts. They appreciated the introduction of weekly management meetings 
and the fact he gave employees the proper tools to work with. The results speak 
for themselves. Richard has turned the Brampton Intermodal Terminal into one 

of the most productive and effective on the system. 


Category: People Management 


Susan Evans-Seebeck, Montreal, Quebec 

Susan’s secret to successful people management is simple: She puts people first. 
Recognizing that each individual is unique, she works to ensure that the skills and 
talents of every person in her group are matched to the task. That translates into 
doing an outstanding job of coaching and building confidence in those who 

work with her. She takes the time to listen to what people have to say and uses 
their input to help them develop effective solutions. 


Representatives of the Responsible Care® Team — Antonio Barros, Winnipeg, 
Manitoba; Mike De Smedt, Harvey, Illinois; Steve Dial, Carbondale, Illinois; 
Rob McCaffrey, Edmonton, Alberta; Scott McLeod, Harvey, Illinois; Jean 
Ouellette, Montreal, Quebec; Laura Soutar, Toronto, Ontario 


Introducing Responsible Care® into CN is the result of a remarkable team effort. 
The program is being recognized for how it was successfully implemented — thanks 
to the hard work of cross-functional teams from the divisions and headquarters — 
how it is practiced on a daily basis, and for the advantages it brings to CN. 
Responsible Care® is a total management system created by the Canadian 
Chemical Producers’ Association (CCPA) in 1985 to address public concerns about 
the manufacture, distribution and use of chemical products, and to promote 
continuous improvement in health, safety and the environment. CN was the first 
rail carrier in Canada and the United States to undertake the initiative, making 
it a true Responsible Care® pioneer. 
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E. Hunter Harrison 
Executive Vice-President and 
Chief Operating Officer 
Canadian National 

Railway Company 

Burr Ridge, IL 

Committee: 7 


Gilbert H. Lamphere 

Private Investor and 

Former Chairman of the Board 
Illinois Central Corporation 
New York, NY 

Committees: 1, 4, 5, 7 


James K. Gray, 0.C., LL.D. 
Corporate Director and 

Former Chairman and 

Chief Executive Officer 

Canadian Hunter Exploration Ltd. 
Calgary, AB 

Committees: 1, 2, 4, 7 


V. Maureen Kempston Darkes, 
0.C., D.Comm., LL.D. 

Group Vice-President 

General Motors Corporation 

and President 

GM Latin America, 

Africa and Middle East 

Miami, FL 


Committees: 2, 5, 7 


Cedric E. Ritchie, 0.C., LL.D. 
Corporate Director and 
Former Chairman and 

Chief Executive Officer 

The Bank of Nova Scotia 
Toronto, ON 

Committees: 1, 2, 5, 6, 7 


Robert Pace The Honorable 


Ambassador Gordon D. Giffin Purdy Crawford, 0.C., Q.C., LL.D. J.V. Raymond Cyr, 0.C., LL.D. 


President and Edward C. Lumley, B.C, LL.D. Vice-Chairman Chairman Chairman 
Chief Executive Officer Vice-Chairman i ‘Long Aldridge & Norman AT&T Canada Corp. PolyValor Inc. 
The Pace Group BMO Nesbitt Burns f Atlanta, GA Counsel and Vice-Chairman 
Halifax, NS South Lancaster, ON Committees: 1, 2, 7 Osler, Hoskin & Harcourt ART Advanced Research & 
Committees: 1*, 2, 6, 7 Committees: 4, 5, 6*, 7 ep ny vA Toronto, ON Technologies Inc. 
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Michael R. Armellino 
Retired Partner 

The Goldman Sachs Group 
New York, NY 
Committees: 1, 2, 4, 6, 7* 
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President and 
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Moncton, NB 
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Tullio Cedraschi 
President and 

Chief Executive Officer 
CN Investment Division 


Les Dakens 
Senior Vice-President 
Corporate Services 


Sean Finn 

Senior Vice-President, 
Chief Legal Officer and 
Corporate Secretary 


James M. Foote 
Executive Vice-President 
Sales and Marketing 


William J. Fox 
Senior Vice-President 
Public Affairs 


Keith L. Heller 
Senior Vice-President 
Eastern Canada Division 


Jack T. McBain 
Senior Vice-President 
Operations 


Claude Mongeau 
Executive Vice-President and 
Chief Financial Officer 


Robert E. Noorigian 
Vice-President 
Investor Relations 


Shareholder and investor information 


Annual meeting 

The annual meeting of shareholders will be held 

at 10:30 am on Tuesday, April 16, 2002 

at the World Trade and Convention Centre, Halifax, NS 


Annual information form 
The annual information form may be obtained by writing to: 


The Corporate Secretary 

Canadian National Railway Company 
935 de La Gauchetiére Street West 
Montreal, Quebec H3B 2M9 


Transfer agent and registrar 
Computershare Trust Company of Canada 


Offices in: 

Montreal, QC; Toronto, ON; Calgary, AB; Vancouver, BC 
Toll-free: 1-800-332-0095 

Montreal telephone: (514) 982-7800 

Fax: (514) 982-7635 Web: www.computershare.com 


Co-transfer agent and co-registrar 
Computershare Trust Company of New York 
88 Pine Street, 19th Floor 

Wall Street Plaza, New York, NY 10005 
Telephone: (212) 701-7600 or 1-800-245-7630 


U.S. cash dividends 
Shareholders wishing to receive dividends in U.S. dollars may 
obtain detailed information by communicating with: 


Computershare Trust Company of Canada 
Telephone: (514) 982-7800 or 1-800-332-0095 


Additional copies of this report are 
available from: 


Canadian National 

Public Affairs 

935 de La Gauchetiére Street West 
Montreal, Quebec H3B 2M9 
Telephone: (514) 399-7212 
Toll-free: 1-888-888-5909 

Fax: (514) 399-5344 

www.cn.ca 


es) This report has been printed on recycled paper. 


Stock exchanges 
Canadian National common shares are listed on the 
Toronto and New York stock exchanges. 


Ticker symbols: 
CNR (Toronto Stock Exchange) 
CNI (New York Stock Exchange) 


Investor relations 
Robert Noorigian 
Vice-President, Investor Relations 
Telephone: 1-800-319-9929 
(514) 399-0052 


Shareholder services 
Shareholders having inquiries concerning their shares 


or wishing to obtain information about CN should contact: 


Computershare Trust Company of Canada 
Shareholder Services 
P.O. Box 1542 
Station B 
Montreal, Quebec H3B 3L2 
Telephone: 1-800-332-0095 
(514) 982-7800 
Email: caregistryinfo@computershare.com 


Head office 

Canadian National Railway Company 
935 de La Gauchetiére Street West 
Montreal, Quebec H3B 2M9 


P.O. Box 8100 


Montreal, Quebec H3C 3N4 


La version francaise du présent rapport 
est disponible a l'adresse suivante : 


Canadien National 

Affaires publiques 

935, rue de La Gauchetiére Ouest 
Montréal (Québec) H3B 2M9 
Téléphone : (514) 399-7212 
Numéro sans frais : 1-888-888-5909 
Télécopieur : (514) 399-5344 
www.cn.ca 
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Partners in 
Responsible Care® 


www.cn.ca 
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